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THE NEW 


NTERESTING things have been 
happening in Congress, not only 
on November 3rd but during recent 
weeks. Having their ears closer to 
the ground of public opinion, the 
more observing members were al- 
ready starting the “toughening up” 
process which has been given such 
a fillip by the Republican victories. 
The potent House Ways and Means 
and Senate Finance committees each 
lost nine members. The Senate 
Banking Committee recorded six 
changes, five Democratic places (in- 
cluding unexpired term of the late 
Alva Adams) being vacated. The 
announcement of General Douglas 
McArthur that he had no intentions 
of seeking future political office, 
however, was significant of the un- 
derlying condition with which Amer- 
ican voters have lost patience; the 
people apparently desire military 
strength above that of any party or 
reform program. No calculation is 
complete until the soldier vote has 
been specially considered, but it may 
be confidently stated that those in 
active service are not likely to sub- 
scribe very heartily to the attitude 
of paternalism and group protection 
expressed in the President’s refusal 
to consider a longer work-week to 
bring us nearer the goal set up in 





THE CAPITAL ECONOMY 


CONGRESS 





487 






Britain, where the average is about 
ten hours more than that for all 
manufacturing in this country. 


The displeasure with our mollycod- 
dling in this matter, expressed by visit- 
ing high officials of British labour, will 
add fuel to these flames and require an 
answer before compulsory labor draft- 
ing is acceptable. The manpower ques- 
tion is at the top of the list for action. 
But another issue of prime urgency is 
the sharing of power—as well as re- 
sponsibility—to get things going with- 
out the confusion, contradictory author- 
ity and general red tape that has char- 
acterized so much of our transformation 
to all-out war. Dr. Herman Finer, in- 
ternationally noted political scientist 
from London, where he has had oppor- 
tunity to see a war government in ac- 
tion, signalled this desperate need in 
stating, at a recent New York meeting, 
that the concentration of executive pow- 
er in the hands of one person “paralyzes 
action” which “gives a clue to the rela- 
tive slowness with which such things as 
the stabilization of prices and wages 
and the regulation of manpower have 
been accomplished” in the United 
States. He called for sharing of power 
along lines of the English war cabinet. 
The recent reports of the Senate sub- 
committee headed by Senator Kilgore 
and the Tolan Committee show a new 
vitality of Congress along these lines. 
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The other great problem, parallel 
with that of production for the military 
front, is to plug the inflationary gap in- 
dicated by the Treasury estimate that 
even after taxes the American people 
will have $36 billion more income in 
1943 than in 1940. It is not enough to 
“talk tough” and take it out on a few 
already washed-out sources of revenue; 
there must be an all-out sacrifice by 
every group. Price controls and ration- 
ing will be strained possibly beyond the 
breaking point and a run from money 
to goods of all kinds is possible unless 
spendable incomes are balanced against 
available civilian goods. Our sacrifice 
must be made more equal to the cost of 
war production or we will find we are 
at most deferring but not preventing 
irreparable damage from inflation or 
government over-all controls. Congress 
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has a tough nut to crack in this, but 
one possible solution would be to give 
more attention to providing the post- 
war security of jobs which labor de- 
serves. The “get while the getting is 
good” attitude being considerably a re- 
sult of the feeling of insecurity of em- 
ployment, post-war credits or employ- 
ment reserves should be considered as a 
most advantageous substitute for pres- 
ent excessive wages and salaries and per- 
haps for dividends, where these are not 
already substantially reduced. There 
is much good reason to believe that, 
more than ever, both Democrats and Re- 
publicans are thinking and ready to act 
in terms of national rather than local 
welfare. Able men are in Congress to- 
day, and they deserve the unselfish co- 
operation of business leaders in the big 
problems immediately ahead. 


13 STEPS TO MANPOWER MOBILIZATION 


CCORDING to recent government 

estimates, the total number of men 
and women required in the armed forces 
and in war production will increase by 
81% million in the next year. Of this 
total, about 4% million will be shifted 
from civilian industries and the remain- 
der will be mainly women drawn from 
our reserve labor force. To the 10 mil- 
lion expansion in the working population 
(including the army) in the last two 
years, the requirement of 4 million more 
will bring us up to the record total of 
63 million. These requirements on top 
of the major shifts of the past two years 
constitute our manpower problem. The 
urgent need for labor in war industries 
requires a careful consideration of how 
to use our labor supply most effectively. 
The problem is complicated by pirating 
of workers, uncertainties attending the 
draft, lack of coordination between man- 
power needs in industry and by the army, 
absenteeism, and other factors. 


Several government officials have been 
advocating the adoption of legislation 
providing for a draft of labor as the 
only means to meet these problems. 


However, the question may be raised as 
to whether the labor shortage is as ser- 
ious as the above figures indicate or 
whether the apparent shortage represents 
essentially a failure to utilize our avail- 
able manpower as effectively as it can 
be used. It is our judgment that this 
problem can be handled without the 
need for complete regimentation if a 
program consisting of the following 
measures were adopted and carried out: 


1. Establish a basic 48 hour week in 
all industries with single time for the 
extra 8 hours. Civilian industries par- 
ticularly cannot afford to pay time and 
a half under existing price ceilings and 
find it cheaper to keep 6 men working 40 
hours, instead of 5 men each working 48 
hours. Suspend the appropriate section 
of the Fair Trade Standards Act for the 
duration. 


2. Centralize all hiring in the U. S. 
Employment Service and strengthen that 
agency. 

38. Eliminate discrimination against 
negroes, aliens, (they could work in 
civilian industries, thus relieving non- 
aliens for war industries) and others. 
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4. Adopt concentration programs (see 
below) to release manpower now tied up 
in industries with curtailed activity. 

5. Suspend “make work” rules of un- 
ions which require more men than neces- 
sary tc do a job. 

6. Conduct a continuing survey of the 
demand for and the supply of manpower. 

7. Develop training and retraining 
programs in line with these needs. (For 
example, the N. Y. A. has been training 
gas welders when the need is mainly for 
electric welders.) 

8. Effect a better coordination be- 
tween Selective Service and the man- 
power for war industries. 

9. Halt voluntary enlistments in the 
Armed Forces. 

10. Finance the migration of workers 
transplanted to war industries. 

11. Establish more community nur- 
series to release married women for war 
work. 

12. Insure more effective use of and 
dehoarding of manpower. According to 
the Tolan Committee, “Reorganization of 
the use of labor within plants presents 
a vast and virtually untapped source of 
added manpower for the war effort.” 
Moreover, many plants (including Gov- 
ernment arsenals and Navy yards) are 


Making the Most of Manpower 


The task now is to make the most effic- 
ient and productive use of the manpower 
and plant which have been mobilized. 
Briefly, this will be done by two means: 
by moving the most skilled workers to 
the most modern machines and the most 
urgent jobs; and by diverting war orders 
from overloaded firms and congested 
areas to plant and orders where, relative- 
ly, manpower and machines are under- 
employed. The end is to attain the op- 
timum number of the most productive 
man hours and machine hours; the means 
is to be the regional production boards. 
These, furnished with a register of in- 
dustrial capacity in their areas and a 
record of the load of orders upon local 
firms, will act as clearing houses—as 
traffic policemen to direct the flow of 
orders and special contracts to the points 
where men and machinery are most 
available. 

The Economist of London, Oct. 24th. 

Reporting on Mr. Lyttleton’s plans. 
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reported to have built up staffs, which 
are not now fully utilized, as a shield 
against future shortages. 

13. Establish a central integrated 
manpower agency in place of the present 
setup under which many agencies, in- 
cluding the War Manpower Commission, 
Selective Service Administration, Labor 
Production Division and Labor Require- 
ments Committees of the W.P.B., the 
Civilian Personnel Division of the Army, 
U. S. Department of Labor, National 
Labor Relations Board, and Department 
of Agriculture, all have a finger in the 


pie. 


This program is not spectacular, but 
it does get to grips with the problem. 
As the manpower shortage becomes more 
severe, there is one other step that may 
be taken before it is necessary to assign 
all persons compulsorily. Entry of work- 
ers into non-essential industries may be 
restricted as in Canada, but workers may 
remain free to determine in which war 
plant they will work. Compulsory labor 
on an extensive scale may be necessary 
before we are finished, but it should be 
the last step taken; it is not necessary 
at this stage of the war effort. 


Life Insurance Investments 


Life insurance companies purchased $2,- 
023,000,000 of government bonds in the first 
eight months of this year, bringing their 
holdings to more than $8,500,000,000, a new 
high record, Holgar J. Johnson, president of 
the Institute of Life Insurance, reported re- 
cently. And the trend is upward. Fifty- 
eight cents of every dollar invested by the 
life companies this year have gone into 
government securities, Mr. Johnson de- 
clared. 

Purchases of mortgages totaled $541,000,- 
000 for the eight months, including $477,- 
000,000 of city and $64,000,000 of farm mort- 
gages, while in the same eight months of 
last year mortgages purchased totaled $538,- 
000,000. 

Public utility securities. purchased amount- 
ed to $344,000,000, against $676,000,000 in 
the 1941 period; railroad securities, $99,- 
000,000, against $195,000,000, and State, 
county and municipal bonds, $33,000,000, 
against $139,000,000. 


BUY WAR BONDS 





RATIONING: 


S wartime shortages become more 

pervasive, rationing will be extended 
to many products and, therefore, it is 
destined to be one of the most important 
controls so far as the ultimate consumer 
is concerned. In light of the outlook for 
the extension of rationing and the fact 
that it directly concerns the entire popu- 
lation, it must be handled with extreme 
care. The experience of the last ten 
months has not been too satisfactory and 
does not breed confidence in our ration- 
ing authorities. Many illustrations of 
the inadequacy of our rationing mechan- 
ism are available. 


The widespread abuses under the first 
gasoline rationing plan, as well as the 
ease of evasion under the present setup, 
are well known. Withholding announce- 
ment of the products to be rationed, 
especially if they can be hoarded, until 
the scheme is to go into effect is a fun- 
damental principle of rationing. This 
has been violated in connection with both 
sugar and coffee. The suggestion that 
rations should not be secured by those 
with excessive stocks is a meaningless 
deterrent upon hoarding in the interim 
period, since it is impossible for the 
O.P.A. to go into every household to 


Another Daniel? 


| ty Hn 2 i, 


Courtesy of Marcus and The New York Times 
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ARBITRARY OR EXPERT? 


determine the accumulation of large 
stocks and these stocks can be acquired 
piecemeal thus leaving no clue as to their 
existence. Rationing should be an- 
nounced when it goes into effect or when 
retailer’s stocks are frozen and not 
before. 


The irregular length of rationing pe- 
riods has also been disturbing. The new 
coffee ration is for a five-week period. 
The sugar ration coupons have covered 
periods varying from two weeks to ten 
weeks with the current one having a 
validity for 6% weeks. The confusion 
created in the consumer’s mind in trying 
to keep track of these different periods 
could easily have been avoided by the 
use of either one week or four week 
periods for all rationed coupons. An 
element of inflexibility has been added 
to the system by permitting ration cou- 
pons to have currency only during a 
particular period and not after, as is 
permitted in Canada and to a limited 
extent in England. Moreover, the de- 
signation of one coupon to buy five 
pound boxes of sugar was an inflexible 
provision since there is a large number 
of people who have never purchased 
sugar in that quantity, and who could 
probably not afford to do so. 

A fundamental question is being raised, 
namely, “what are minima for civilian 
health, morale and therefore productiv- 
ity?” Bit by bit we are rubbing up 
against this other side of the same coin 
stamped with military maxima. For ex- 
ample, in selecting the age of 15 as the 
dividing line for those who can obtain 
coffee (in Canada the age limit is 12 for 
coffee and tea, in England the age is 5), 
how was this age determined? Was it 
upon advice of competent physicians, nu- 
tritionists and other experts; or was it 
pulled out of a hat? It is important that 
a group of such experts be constituted 
and that their determinations in these 
matters be made final. If any question 
involving medical consideration arises, it 
should be referred to a panel of experts 
from whose decision there should be no 
deviation. This practcie has been fol- 
lowed successfully in England. As ra- 
tioning is extended, this will become 
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more important, especially in connection 
with different rations for children, nurs- 
ing mothers, expectant mothers, invalids, 
workers in heavy industries, etc. 


A question may also be raised con- 
cerning the new all-purpose ration books 
which apparently are to be identical for 
every one. No distinction appears to be 
made between children’s books and 
adults’ books and yet this may be impor- 
tant. Thus, in many cases (e.g. meat) 
a differential ration will be provided 
between adults and children. Unless dif- 
ferent books are used, with different 
colored coupons, the retailer who fur- 
nishes only the amount called for by 
each book will have coupons which are 
not differentiated and, hence, may be 
able to accumulate larger supplies, some 
of which can find their way to the black 
market. 


Finally, although experience abroad 
has indicated that an effective ration 
system usually requires registration of 
consumers with retailers in order to con- 
trol supplies effectively and to avoid the 
necessity of building up unnecessarily 
large inventories, we have taken no step 
in that direction as yet. Registration 
will undoubtedly have to become a part 
of our rationing system as it becomes 
more extensive. Even the information 
released concerning foreign rationing 
experience has contained inaccuracies. 
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Thus, the Office of War Information re- 
cently announced that the British meat 
ration was 31 oz. weekly compared with 
40 oz. here although the British ration 
is only about 16 oz. including bone. In 
addition, the frequent references in the 
press to the “point system used to ration 
meat in England” suggests a common 
Washington source, especially since the 
stories are coupled with the suggestion 
that we too used the point system to ra- 
tion meat. Actually, the English do not 
ration meat under the point system but 
use a value ration instead. The current 
ration is about 23 cents weekly for those 
over 5 and half that amount for children 
under 5. 

As against all these debits and many 
others which are not mentioned because 
of lack of space, the willingness of the 
ration authorities to experiment with a 
system of ration banking must be listed 
on the credit side. The entire question 
of civilian morale and cooperation is at 
stake. Our citizens are willing to coop- 
erate in any reasonable and well thought- 
out measures of rationing but the jum- 
bling in the handling of these controls 
has made the whole thing a joke to many 
people and has resulted in no social 
stigma being attached to illegal transac- 
tions. Comparisons are already being 
made with the Prohibition era. A ra- 
tioning of unwise rationing actions is 
urgently needed. 


INFLATION THROUGH FEDERAL RESERVE 
SECURITY PURCHASES 


Hongo and without too much pub- 
lic attention, the Federal Reserve 
Banks have about doubled their holdings 
of government securities in the past few 
months, adding two billion dollars to the 
April total holdings of around two and a 


quarter billion. Most of these purchases 
were made in the past few weeks; in one 
week acquisitions exceeded $400,000,000. 
It is widely recognized by monetary ex- 
perts that the most inflationary type of 
war finance is the sale of government 
Securities, directly or indirectly, to the 
central bank. It is but a short step 
from the purchase of these securities in 


support of the market to direct purchase 
from the Treasury (as permitted within 
a 5 billion dollar limit under the War 
Powers Act). It may be suggested that 
these purchases have been desirable be- 
cause they ultimately expand the excess 
reserves of member banks, thus enabling 
them to buy more bonds. While this is 
one effect, the same objective could be 
achieved by lowering reserve require- 
ments generally, instead of limiting such 
actions to New York and Chicago as was 
recently done. 

This situation goes to the heart of our 
war finance policy—namely, that we are 
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still far from instituting a policy which 
will keep inflation at a minimum. For 
the current fiscal year the inflationary 
type of borrowing required will probably 
be around $25-$30 billions. This means 
almost a doubling of their holdings of 
governments. As it becomes more diffi- 


cult for the commercial banks to buy 
these securities, the temptation will be 
greater to have recourse to the central 
banks, unless our war finance policy is 
tightened. Regardless of what measures 
are taken to siphon off the excess pur- 
chasing power some borrowing from the 
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banks will be necessary. But the pro- 
gram adopted must resort to banks as 
little as possible. Such a program means, 
among other things, a further increase 
in taxation through the imposition of a 
sales tax (with minimum exemptions 
provided), a more intensive campaign 
for voluntary savings (perhaps a 20% 
objective should be substituted for the 
present 10% goal), deduction of taxes at 
the source (adopt The Ruml Plan), and 
a program of forced savings to cover the 
difference between required and volun- 
tary savings. 


TAX BILL ACCOMPLISHMENTS—AND OMISSIONS 


HREE aspects of the new tax bill 

deserve attention: effect upon the 
distribution of income and wealth; in- 
flation control; and mechanics of tax col- 
lection. Income taxes at the highest 
rate in our history plus limitations of 
$25,000 on salaries by executive order, 
are measures which will equalize the 
future distribution of wealth as well as 
the current distribution of incomes. For 
the duration, a major part of what was 
saved and became the basis for many 
medium sized estates will go to the gov- 
ernment as taxes. Moreover, under price 
ceilings, excess profits taxes, and other 
controls, the opportunity for large pro- 
fits, like those made in past wars, has 
been curtailed. On the other hand, exist- 
ing controls are making it possible for 
those in the lower and middle income 
brackets to save more. 

Although this is the largest tax bill 
in history there will still remain a deficit 
of over $50 billions to be covered from 
borrowing. Part of the inflationary gap 
has been covered but there still remains 
about $25 billions. The inadequacy of 
these record taxes is indicated in the 
request of the Secretary of the Treasury 
for 6 billion more of taxes. Unless taxes, 
voluntary savings and/or forced savings 
are increased enough to cover all or a 
substantial part of the inflationary gap, 
the price ceiling will not hold. With the 
corporation normal and surtax rate at 
40% and the excess profits tax at 90%, 
it seems clear as the National City Bank 
has observed that “corporate taxes have 
gone about as high as they can go with- 


out crippling the business and production 
mechanism of the country.” Moreover, 
with the limitation of $25,000 on salaries 
and the high surtaxes on other incomes 
above that, the new taxes must come 
primarily from “the great body of the 
people.” 

The Victory Tax with a forced savings 
element is the major innovation. It is 
likely that this is the predecessor of 
forced savings on a larger scale. Al- 
though the sales tax is alleged to be 
regressive, the Victory Tax covers every 
dollar of income of those earning more 
than $12 a week. A sales tax however 
would have affected only the part of in- 
come spent, not savings as well. More- 
over, today regressiveness is not an argu- 
ment against a tax which is part of a 
program containing a highly progressive 
element like the income tax. The failure 
to adopt the Rum! plan will cause serious 
hardships next March—especially among 
those earning less than $5,000, few of 
whom normally set aside tax reserves. 
Thus a single person making $30 a week 
will have to pay a tax of almost $200 
or almost 7 weeks pay as compared with 
less than $75 this year. The Treasury 
can probably expect a substantial in- 
crease in liquidation of war savings 
bonds as people try to meet their taxes 
next March. Moreover the failure to 
adopt deduction at source makes it dif- 
ficult for many persons to plan their 
spending. With federal taxes taking 
about 25c of the first dollar of taxable 
income, the deduction of only 5% at the 
source is clearly not adequate. 
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CONCENTRATION OF PRODUCTION IN 
NUCLEUS PLANTS 


ROGRAMS to concentrate the pro- 

duction of civilian goods have al- 
ready been introduced for several in- 
dustries including stoves, farm equip- 
ment, bicycles and typewriters.! A com- 
mittee has been established in the War 
Production Board to handle this pro- 
gram. The need for a concentration 
program arises out of the part time util- 
ization of labor and factory space when 
civilian output is cut under the various 
limitation orders; the growing shortage 
of manpower makes it essential to effect 
the release of as many workers as pos- 
sible from these industries, while the 
shortages of various materials make it 
essential to use all available space and 
thus eliminate unnecessary building. 
The program of concentration in the 
stove industry is reported to be meeting 
difficulties because of the failure to pro- 
vide the necessary raw materials to the 
nucleus plants and because of pricing 
problems. 


In the development of these programs 
there is much to be learned from Eng- 
land where the idea was introduced in 
March 1941. The results there include 
the release of 250,000 workers out of 
about 700,000 employed in the concen- 
trated industries when concentration 
was introduced and the release of 55,- 
000,000 sq. ft. of space, one-third of 
which has been used for production, the 
balance for storage. The main lessons 
to emerge from the British experience 
are the following: 


1. Voluntary concentration has not 
proved too satisfactory although it 
may be useful as an _ interim 
measure. The government should 
nominate the nucleus firms to en- 
sure the best possible selections and 
equity to all concerned. 


. To attain maximum flexibility, issue 
nucleus certificates for limited pe- 
riods, so that changes in the scheme 


1. See Trusts and Estates, May 1942, p. 446 for 
a discussion of the mechanics of concentration. 


may be made more easily when the 
certificates are renewed. 


. Freeze labor in the industry to be © 
concentrated until the program is 
completed to prevent labor drifting 
away, and thus interfering with 
plans for utilizing this labor for 
war production. 


. Provide removal expenses for work- 
ers released by concentration and 
transferred to new areas. 


. Use industry wide funds wherever 
possible instead of permitting pri- 
vate financial arrangements. 


. Where private compensation ar- 
rangements are necessary make 
them subject to government ap- 
proval and require reports to be 
filed with the government. 


. Permit the nucleus firms to include 
in their costs for taxation and price 


making purposes only that part of 
the payment to closed firms which 
represents necessary expenses for 
the care and maintenance of the lat- 
ter’s facilities. 


. Protect nucleus firms in connection 
with labor and raw materials so far 
as possible. 


. Keep a record of transfers of space 
and labor to facilitate post-war re- 
adjustments. For the same reason 
protect trade marks and brand 
names where possible and use those 
methods of concentration that facil- 
itate unscrambling the omelette. 


While there appears to have been much 
opposition to the concentration program 
by business men, the needs of the war 
program require that it become an in- 
tegral part of the picture. To insure 
a minimum amount of disruption, busi- 
ness men should cooperate fully. The 
government by taking advantage of the 
lessons learned in Great Britain can 
make the program yield the greatest 
results and avoid the mistakes made 
there. 
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UNCLE SAM AS A BOND SALESMAN 


6,836,000,000 was the total of federal 

financing for the month of October 
alone—a sum unmatched in our history. 
But the financial machinery has appar- 
ently not been geared up to do the job 
in one month, as evidenced by the need 
to allot banks more than 100% of their 
subscriptions to the recent $4-billion 
bond issue. Lack of planning, failure 
to realize the significance of wealth and 
income redistribution, failure to mobil- 
ize the private financial machinery, add- 
ed to the shortness of time of prepara- 
tion and of subscription, leave much 
room for improvement in marketing of 
future issues. For example, for the lat- 
est issue in Canada (amounting to $750 
millions), books were open 18 days, and 
the loan oversubscribed in fifteen. 

Advice from the Treasury indicates 
continuance of borrowings of such mag- 
nitude that the need should be apparent 
for a better financial mobilization, un- 
der professional direction of leaders 
from the institutional investor field as 
well as government. Policies and pro- 
grams developed through joint confer- 
ence or commission could doubtless pre- 
clude obstacles and assure smooth oper- 
ation for this tremendously accelerated 
money movement. Plans must provide 
time for functioning of the sales organ- 
ization, and life insurance salesmen, as 
the largest group in close contact with 
the saving public, merit being backed up 
by the Treasury. But the real solution 
is to go where the money is; customary 
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channels have been largely dried up, 
yet the borrowing technique is still 
mainly directed to them while the new 
sources, particularly the industrial 
workers, are not tapped in an effective 
manner. Compulsory saving, probably 
on a basis that will put undue hardship 
on many whose effective incomes have 
not been raised or have even been re- 
duced, is the alternative if a more real- 
istic program of taxation of new and 
“unmortgaged” income is not adopted. 

It will obviously do only irreparable 
harm to beneficiaries and to private en- 
terprise itself to liquidate industrial in- 
vestment, and this too makes it essential 
that every piece in the band is used to 
get taxes and loans from individual in- 
come as far as possible. As one exam- 
ple, the lottery method might be used to 
attract some of the money now going 
into the purchasing power stream or the 
racetracks. Voluntarily in part and in 
part by compulsion we must make sacri- 
fices of both living standards and sav- 
ings; it is a job for the best financial 
brains and experience to decide how far 
we can afford to go in deferring the 
sacrifice by borrowing. 


SAVINGS BANKS UNDER TEST — 
“The test everywhere must be: What will 
help enlist more savings of more people 
in War Bonds? When that is done, the 
next great question is: What will help 
enlist still further savings into a general 
thrift movement to combat inflation and all 
inflation implies? What will keep up and 
build up the army of millions of individual 
savers whose cushion against post-war de- 
pression may prove the deciding factor for 
free initiative against some system better 
for bees and termites than for American 
free men. This is the time for which re- 
serves have been built up, for which sur- 
pluses and capital structures have been 
created. Before we get through this war, 
we may have to live off our fat and like it. 
In times of great emergency we may have 
to adopt emergency measures. We may 
have to cultivate for a change the wartime 
virtues and face the future with audacity 
and the old spirit of adventure.”—Levi P. 
Smith, President, Burlington (N. J.) Sav- 
ings Bank. 
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THE OAPITAL ECONOMY 


THE MOBILIZATION OF SCIENCE 


War Uses and Preview of Fundamental Scientific 
Research in Peace 


DR. FRANK B. JEWETT 
President, National Academy of Sciences 


It is a rare privilege to have a message, directed to the professional 
trustees of the nation, from so distinguished a leader as Dr. Jewett in so 
important a field as Fundamental Science. As this war lays the foundation 
for the peace to come, we can see the industry of tomorrow taking shape 
from discoveries of research and developments of industrial techniques. 
Now serving with the N.D.R.C. in directing under-water defense research, 
the author is also known as chairman of the Bell Telephone Laboratories 
and vice president of the American Telephone and Telegraph Company. 
Fundamental Research is being advanced by the National Science Fund, 
the central clearing house set up in 1941 by the 80-year old National 
Academy for advice to donors and distribution of funds under the impartial, 
expert direction of the country’s most prominent scientists. The creation 
of this Fund provides fiduciaries and other estate advisers with the best 
possible means of making effective contributions of bequests to a type of 
research which is beginning to remake and aid our industry and society, as 


indicated in the article-—Editor’s Note. 


NOTHER World War has 


brought frantic mobilization and 
organization of personnel and re- 
sources. No trained group has been 
called more rapidly than the scien- 
tists, who in time of world confla- 
gration are the national fire depart- 
ments. In this country we had been 
engaged in the decade and a half 
following the last war in a period 
of the most productive research in 
fundamental science and of intense 
effort to apply old and new knowl- 
edge promptly in industry. Yet we 
had devoted little attention and 
money to development and research 
to produce entirely new instruments 
of war, despite abundant specula- 
tion on the probable role of science 
in future warfare. This laissez- 
faire attitude in the military sector 


*A brochure “Philanthropy in Science” 
describing the work of the National 
Science Fund, is available on request 
to their offices at 515 Madison Ave., 
New York City. 


was largely a reflection of men’s at- 
titude generally toward war. 

When the storm clouds of another 
world war began to form in the middle 
1930’s the idea of organizing scientific 
research on a huge industrial scale to 
serve “all-out war” was slow to emerge. 
By June, 1940, the American people 
were convinced that broader participa- 
tion by civilian scientists in the whole 
military program was going to be es- 
sential. In that month the National De- 
fense Research Committee was set up to 
explore the physical sciences. N.D.R.C. 
was made up of civilian scientists and 
Army and Navy representatives and em- 
powered to carry on broad study of the 
materials of warfare and to recommend 
and initiate research. Later, a similar 
program for the biological and medical 
sciences was organized, and complete 
coordination of civilian and military re- 
search and development was assured by 
the creation of the Office of Scientific 
Research and Development (0.S.R.D.) 
under the charge of Dr. Vannevar Bush. 

This organization of our scientific re- 
search has resulted in a program al- 
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ready vast in comparison with any 
civilian effort which was able to assert 
itself in the last war. O.S.R.D., through 
its subsidiary organizations, formulates 
the problems they believe most impor- 
tant to attack and arranges with var- 
ious scientific institutions to carry out 
the work. Some idea of the scope of 
the work now under way is given by a 
recent O.S.R.D. statement showing that 
up to early May $58,000,000 had been 
spent for over 1,000 contracts, involv- 
ing 94 educational institutions and 110 
industrial companies. Some 7,500 scien- 
tists in educational institutions alone 
are at work on these contracts, which 
relate to chemical investigations, means 
of detection, arms and armament, com- 
munications and transportation, medi- 
cal research, and special unidentified 
assignments. 


Role of the Scientist in War-Time 


HE contributions of many of these 
scientists to the war effort are of 
course secret, but we already know how 
some of our scientific knowledge is be- 


ing applied to improve the war machin- 


ery of the United Nations. New tools 
of war in several important fields use 
the results of research in electronics, 
electric waves, acoustics, mechanics and 
optics. One example is the radio loca- 
tor, which sends out very short radio 
waves in a horizontal direction. These 
Waves reach an approaching enemy 
plane and bounce back into the locating 
apparatus, enabling us to detect the ap- 
proach of enemy planes long before they 
are within sight or hearing, even at 
night or in a heavy fog. 


Although many of these new tools of 
war which have been devised are known 
in a general way to the public, we do 
not always remember that almost every 
war use of science has its counterpart 
in peacetime application. The same 
principles of physics are employed to 
point a 500 ton telescope at a star and 
a fifteen inch naval gun at its target. 
In a post-war world, applications of war 
research will give us new industries, 
revolutionary changes in existing tech- 
nological practices, advances in medical 
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knowledge to fight disease, and unim- 
agined new horizons. 


Peace-Time Applications of 
War Research 


NE of the striking things connected 

with the development of new mili- 
tary tools, both offensive and defensive, 
is the astounding extent to which the 
fundamental phenomena on which elec- 
trical communication is based are em- 
ployed. Electrical communication is es- 
sential now that modern science has 
changed the conditions of warfare from 
a slow-moving affair in localized areas 
to one of great rapidity over incredible 
distances of land, sea and air. 


The initial wartime step is intense 
research and development, applying es- 
tablished technique in entirely new 
fields, or more frequently pushing our 
frontiers of knowledge farther out and 
then applying that knowledge to the 
problems of war in three-dimensional 
space. From war laboratories, working 
on the use of the cathode ray, we may 
expect material progress in television. 
Other radio and electronic research will 
lead to new broadcasting services, new 
radio communications systems (includ- 
ing radio facsimile), as well as naviga- 
tion aids and air transport communica- 
tions. 


In time of war our scientists must 
find substitutes for countless critical 
materials, and assure maximum use of 
those which are available. Synthetic 
rubber is in the minds of everyone. 
Plastics take over jobs formerly done 
by strategic metals. Plywood in new 
uses releases iron, steel and aluminum 
for other war purposes. Artificial silk 
is developed for use in parachutes and 
powder bags for big guns. Leather is 
being made more resistant to water, and 
substitutes are being developed for 
hides, skins and tanning materials pre- 
viously imported. Carrying capacity of 
existing oil pipelines is being increased 
as much as fifteen percent by addition 
of a minute quantity of a chemical com- 
pound to prevent and loosen rust. Such 
examples might be multiplied many 
times, and extended to many fields. De- 
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velopment of such wartime substitutes 
will necessarily have a profound effect 
upon postwar industrial uses of raw 
materials. 


Improved Resources of Health 


EARL Harbor and other battle 

fronts have already shown us what 
the miracle-working sulfonamide drugs 
can do in preventing deaths from strep- 
tococcal infection and in _ restoring 
wounded soldiers to active combat duty 
in incredibly short periods of time. In 
World War I, 70 percent of all deaths 
from wounds were caused by a single 
type of streptococcus infection. 

We are not only learning to cure 
wounds and disease by radically new 
and improved techniques, we are also 
learning how to give our armed forces 
maximum strength, vigor, and resis- 
tance to disease under varying condi- 
tions of climate and exertion by a bet- 
ter knowledge of diet and nutrition in 
general. The health of our civilian 
population is of equal importance, and 
in our knowledge of nutrition and vita- 
mins we are making great strides of 
enduring value. 

Our studies in the physiology of high- 
altitude flying and of aviation medicine 
in general are exceedingly important at 
the present time. In fact, one distin- 
guished scientist who has been concen- 
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trating on this field of research has 
publicly declared that in his opinion the 
entire outcome of the war may depend 
on the solution of one or two important 
problems of aviation medicine. Solu- 
tion of such problems will bear direct- 
ly on commercial and private aviation 
in post-war days. 


Machine Movement and Mathematics 


HERE are other fields of consider- 
able importance in which intensive 
research is now being carried on. Ap- 
plied mathematics, or mathematics put 
to practical engineering use, is one of 
these. War has greatly intensified the 
need for development of applied mathe- 
matics in this country. Increasingly 
pressing problems of design and struc- 
tures, of adequate exploitation of aero- 
dynamics, can be solved only by using 
the advanced techniques of mathematics * 
and applying them to engineering and 
industry. The applied mathematician 
understands the nature of engineering 
problems, and his mathematical tools 
enable him to solve many of them ex- 
pertly, reducing problems ordinarily 
dealt with by a slow and clumsy trial- 
and-error process to the essential theor- 
ies of higher mathematics. 
Applied mathematics relates to such 
fields as dynamics, aeronautics, elas- 
ticity, plasticity, electricity and magne- 


Thirty-five men stand on the wings of Mars, the 70-ton flying boat, the largest of her 


kind, at Baltimore. 


Beneath the wings of the ship, an air cargo carrier, are 215 of the 


crew which built her for the Glenn L. Martin Co. 
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tism. Its tools are especially valuable 
in dynamics, the study of everything 
that moves, including the gyroscope 
used to steer torpedoes and as a key 
part of the “automatic pilot” and bomb- 
sights. To build the most efficient ves- 
sels, and to learn more about the condi- 
tions planes meet in actual flight, we 
must work with the theory of fluid dy- 
namics. 


Other applications of applied mathe- 
matics are found in the study of vibra- 
tions—wing-flutter in airplanes, and 
problems of warship design, or in elas- 
ticity problems such as the expansion 
of a gun-barrel, the twist of a ship’s 
propeller-shaft, or the bending of metal 
plates in aircraft during flight. Even 
soap-films are useful to the applied 
mathematician in working some of the 
more complicated problems of design 
and structure. 

From the use of applied mathematics 
in advanced aircraft design and in the 
development of strategy and tactics of 
aerial combat and for improved accur- 
acy of gunfire and in other wartime sec- 
tors, we can expect marked progress 
when we have time to apply our hard- 
won knowledge to the peacetime prob- 
lems of industry itself. 


Artificial Radioactivity 


ERHAPS one of the most interest- 

ing of the fields in which scientists 
are working today is the creation and 
use of artificially radioactive substance. 
Produced by bombardment of a sub- 
stance by subatomic particles whirled 
within a cyclotron at tremendous 
speeds, the new substances are made 
radioactive, taking on temporarily the 
qualities of radium itself. The princi- 
ple underlying the creation of this arti- 
ficially radioactive substance is the 
transmutation of the nucleus of the 
atom itself. Each atom possesses at its 
center a somewhat dense, positively 
charged core. By bombarding a sub- 
stance with the subatomic bullets of a 
cyclotron, we can modify the structure 
of the nucleus of the atom and create 
artificially radioactive isotopes of every 
known stable chemical element. 
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The radioactive elements (sometimes 
called “tracers” or “tagged atoms’’) are 
of tremendous value for medical and 
biological research. When such sub- 
stance is introduced into living organic 
matter, whether plant or animal, its 
course can be clearly followed by high- 
ly sensitive machines which can detect 
radiation even in minute quantities and 
report its location with great precision. 
For the first time, by using such tracers, 
scientists can study the metabolism of 
various nutrients and toxins while the 
organism is in a normal, healthy state. 
We learn in this way that some chemi- 
cals tend to settle in certain parts of 
the body: iodine in the thyroid gland 
and phosphorous in the bone marrow. 


The technique can be used to show 
how and where food is absorbed by 
plants, or to chart the exact course of 
radioactive substances taken by a man 
by mouth as they circulate in the blood- 
stream. Investigation of wound hor- 
mones, study of the physiology of burns, 
and defense against gas warfare are all 
greatly aided by use of these tracer sub- 
stances. These techniques give us great 
hope of a far better understanding of 
the physical functioning of human be- 
ings, animals and plants. 


Tagged Atoms and Cyclotrons 


UCH radioactive “tagged” atoms also 

have other important wartime and 
industrial uses. They are of great ser- 
vice in metallurgy, in the study of cor- 
rosion in guns, in development of meth- 
ods for vulcanizing synthetic rubber. 
Even the identification of geological de- 
posits of strategic materials or the 
study of reduction of wear due to fric- 
tion in the crankshafts of aircraft en- 
gines owe much to the development of 
this new analytical tool. 


Closely associated with the research- 
es that have given us these powerful 
new weapons against disease and valu- 
able tools for industry are investiga- 
tions penetrating deeper and deeper in- 
to the core of the atom and telling us 
more about the structure of matter. The 
cyclotron has made it possible to trans- 
mute almost all of the known elements 
into others. This brings our modern 
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age face to face with the alchemist’s 
vision of a “philsopher’s stone” which 
may enable us to create new substances 
as we need them, giving substitutes for 
many materials now found only in na- 
ture. 

Our most important advances are 
made as the result of fundamental re- 
search; our scientists made many of the 
discoveries of greatest military impor- 
tance in peace-time laboratories remote 
from any thought of war. The most 
valuable research is that which is car- 
ried on with the least-restraint imposed 
by current practice. Practice can be 
adapted to radically new ideas, but radi- 
cally new ideas rarely, if ever, evolve 
from mere improvements of current 
practice. The sulfonamide drugs had 
their beginning in the synthesis of a 
coal tar derivative by an obscure stu- 
dent at a university in Vienna, and the 
early uses of the synthetic compound 
were as an ingredient in concocting 
dyes. Applied mathematics are rooted 
in the pure research of countless aca- 
demicians. Much of our knowledge of 
the structure of the atom and of arti- 
ficial radio-activity is due to abstruse 
studies in mathematical physics. 

“The clean urge to gain new knowl- 
edge,” which has been the very life- 
blood of all our most important ad- 
vances, will be the basis for preserving 
and advancing our democratic civiliza- 
tion after the war is over, provided we 
maintain adequate facilities for funda- 
mental research. Proper application of 
discoveries from this work may well not 
only lay the groundwork for the new 
industrial enterprise and production of 
the next decade, but may in fact be the 
only basis for any lasting peace. 


Financing Sound Research 


CIENTISTS themselves are awake to 

the necessity of keeping fundamen- 
tal research on the march. To make 
American science fully productive we 
must make it possible for those scien- 
tists who cannot be used directly in war 
research to carry on their own basic re- 
search, 

Scientists are doing a number of 
things to assure this. One of the most 
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promising is the National Science Fund, 
created by the National Academy of 
Sciences as a national clearing house 
designed to provide authoritative ad- 
vice on how to give wisely and effective- 
ly in a field changing as rapidly as mod- 
ern science. Serving as directors of 
this instrument for the financing of 
scientific research are a group of the 
nation’s leading scientists and a dozen 
distinguished laymen. Through gifts 
and bequests to the Fund it is hoped 
that many individuals, wealthy or in 
moderate circumstances, will share in 
endowing fundamental science, es- 
pecially during these years when the 
problem of maintaining such research 
is becoming increasingly acute. The 
National Academy of Sciences, sponsor 
of the Fund, has a distinguished 80- 
year record of highly important work 
as the official scientific advisor to the 
Government, and as advisor and admin- 
istrator of scientific funds for founda- 
tions and industry. In spite of the fact 
that members of the Academy and its 
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agency, the National Research Council, 
are currently engaged on advisory work 
for the Government in which the out-of- 
pocket expenses alone are running at a 
rate far in excess of $1,000,000 per year, 
scientists feel that the importance of 
maintaining fundamental research is 
worth the work our most distinguished 
men are giving freely to the National 
Science Fund. 


Research and Investment of Capital 


CCORDING to the most recent re- 

liable estimates there are almost 
2400 industrial research laboratories in 
this country, employing more than 70,- 
000 technical workers. Our industrial 
companies spend in the neighborhood of 
$300,000,000 a year for research. Not 
only are there very real benefits from 
such research but severe losses are 
often suffered by failure of a company 
to keep up with the technological pace. 
One of the largest chemical companies 
in the United States reported recently 
that 40 percent of its sales were ac- 
counted for by twelve new lines of pro- 
ducts developed within the last ten 
years. Companies which have engaged 
in well-planned research programs have 
built new markets, have turned waste 
products into valuable materials and 
have produced great benefits for them- 
selves and for the progress and prosper- 
ity of the nation. 


Scientists sometimes feel that an- 
alysts of investments and men especial- 
ly trained in capital management are 
inclined to scrutinize statistics of oper- 
ations so closely that they do not al- 
ways give proper weight to the research 
program of a company. In time we shall 
learn that one of the greatest assets 
any company, or group of companies 
can have is a research program carried 
on by well-trained people along well- 
directed lines. Even in war time there 
is great necessity for research. We can 
now make possible the new products 
and processes which will keep our pro- 
duction plant busy when this emergency 
is over, after the artificial stimulus of 
war orders has ended, by adequate re- 
search. 
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Such research even in time of war 
must not neglect the fundamental in- 
vestigations, divorced from immediate 
practical applications, that have been 
the enduring basis for all our great and 
revolutionary advances. 


Invested Capital Jumped 


The largest gain in capital investment in 
manufacturing for any year during the last 
sixteen was registered during 1941, when 
the increase was $5,900,000,000, the Con- 
ference Board reported recently. The gain 
was greater than the combined expansion 
from 1925 through 1929. However, the to- 
tal manufacturing investment remzins 8 
per cent below the 1929 peak of $62,200,- 
000,000. 

“The vast expansion of factory plant and 
equipment authorized under the war pro- 
gram will bring the corresponding total for 
1942 into new high ground,” the board ex- 
plained in its anlaysis. “At the close of the 
first half of this year the government- 
financed plant expansion program alone 
involved additions of $13,500,000,000, the 
accompanying expansion from private 
funds is estimated at $3,000,000,000, and 
only $1,700,000,000 of war plant production 
had been completed by the end of 1941.” 

The board reported that about $5,600 in 
equipment, including plant and other oper- 
ating facilities, was available for each work- 
er engaged in manufacturing last year. 
Through the late Twenties manufacturers 
had an average of about $7,000 in plant and 
facilities per wage earner, or fully 25 per 
cent more in dollar terms than last year. 
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Colleges Closed by War 


Financial difficulties caused by the wide- 
spread loss of enrolment have resulted in 
the closing of some fifty colleges in the 
United States and threatened bankruptcy 
to a large number of others. Up to the 
present time, those affected have been for 
the most part junior colleges and small 
technical and liberal arts institutions. How- 
ever, with the lowering of the draft age 
and the increasing demand for war work- 
ers, the trend will hit the larger schools. 
Having the best chance of survival, ac- 
cording to an official of the Carnegie 
Foundation, will be the technical schools 
voing in for training of war workers and 
institutions located near large war produc- 
tion centers whose dormitories may come 
to be used to house workers. 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


The $25,000 Salary Limit 


From National City Bank Bulletin, Nov. 1942 


HE regulations limiting individual sal- 

aries to $25,000, after federal income 
taxes and (in hardship cases) certain other 
allowances, actually have little relevance 
to the control of inflation. First, the num- 
ber of persons having salaries above 
$25,000, after federal taxes at present rates, 
is only a minute fraction of the population. 
The $25,000 net is equivalent to $67,000 
before taxes. Treasury officials are quoted 
as estimating the number to be affected at 
between 20,000 and 24,000. Second, while 
the amounts by which salaries are reduced 
will be added to the taxable income of the 
employing corporations, in some cases at 
least the gain will be taxed less than if 
the money had passed into the hands of the 
salary receiver. The chairman of the Sen- 
ate Finance Committee, Senator George, 
has expressed the opinion that the Treas- 
ury would lose, rather than gain, in tax 
collections on this move. 

Third, the practical objective of the 
measure, so far as the great majority of 
high-salaried executives are concerned, had 
already been attained through the tax laws. 
Thus, a $100,000 income would yield a net 
of only about $30,000 after Federal and 
New York State income taxes. But the 
Treasury will now have the extra burden 
of administering a new and highly complex 
set of regulations which include so many 
provisions that the determination of the 


allowable gross salary will be virtually a 
separate computation in each individual 
case. 


Effects of the measure will fall predom- 
inantly on a group of corporation execu- 
tives who, perhaps more than any other 
group, are the key men of the war effort. 
This further difficult adjustment of per- 
sonal affairs will in many cases interrupt 
vital war work. 


The measure makes an unjust distinction 
between salaries of men who are working 
and incomes of those who live on inherited 
or accumulated wealth. It is inequitable 
in its treatment of men on salaries, as com- 
pared with those whose earnings are part- 
nership returns, professional fees, agents’ 
commissions or fees under certain types of 
contracts. 


The most harmful feature of all is the 
principle which the measure establishes. In 
the effect on incentive and morale, there is 
a clear difference between taxing a person 
heavily and progressively on what he earns, 
and limiting his earning ability, not in ac- 
cord with the position to which he has risen 
over the years, but by an arbitrary figure. 
And if one arbitrary figure can be enforced 
why not another, until all inducement for 
one man to work harder and make himself 
superior to another in ability and achieve- 
ment is destroyed? 
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Office of War Mobilization Recommended 


HIS committee believes that the time 

has come for a complete reorganiza- 
tion of our war-production effort. There 
is widespread public demand that Con- 
gress take action on the man-power prob- 
lem by the passage of national service 
legislation. This committee believes that 
Congress should assume a far larger 
responsibility at this time; namely, the 
economic mobilization of America for 
this war, by a realignment of existing 
agencies to eliminate duplication and 
create a central direction for our war 
economy. 


The committee proposes legislative action 
to establish an “Office of War Mobiliza- 
tion,” as the policy-determining agency. 
Part or all of the existing planning and 
progress-reporting divisions of the agencies 
are to be subordinate. A new Office of 
War Supply, an Office of War Manpower, 
and the Office of Economic Stabilization 
would divide the functions. 


A committee on requirements and pro- 
gram, to consist of representatives of the 
armed services and the three subordinate 
agencies is to establish a comprehensive 
national program of war production, man- 
power mobilization, and economic stabiliza- 
tion, based on maximum use of resources 
for meeting military and essential civilian 
needs. 

The Office of War Supply is proposed to 
take over functions and personnel of the 
War Production Board and of the procure- 
ment divisions of the Army, Navy, Mari- 
time Commission, and Lend-Lease Admin- 
istration. 

The Office of War Manpower would be 
an operating agency having most of the 
present functions and personnel of the War 
Manpower Commission, where competing 
military and civilian manpower require- 
ments could be brought into balance. The 
Selective Service is to be divided so that 
occupational deferment boards will be 
separately constituted and supplement the 
work of the labor utilization inspectors. 
The local draft boards will operate under a 
continuation of the Selective Service Ad- 
ministration attached to the Office of War 
Manpower and will dispose of all cases of 


Summarized from Sixth Interim Report of Tolan 
Select Committee Investigating National Defense 
Migration, Oct. 20, 1942. 


undue hardships arising from the draft. 
A new Division of Transfer and Training 
is to be organized to supervise all existing 
training programs including within-indus- 
try training. Decisions of the Board which 
create wage differentials between war in- 
dustries and nonessential industries will 
have a direct effect on migration and this 
movement is bound to be unregulated and 
disorderly unless there is proper transfer 
machinery. 


The Office of Economic Stabilization 
would become an operating agency in which 
the present Office of Price Administration 
will, for the time being, constitute the chief 
branch. Other agencies needed for economic 
readjustments can be attached to this Of- 
fice. 


Such a realignment would place in the 
hands of the Director of War Mobilization 
responsibility for reorganizing the flow of 
materials, manpower and machine facilities 
and matching military against essential 
civilian requirements. 

It would also shift the emphasis from 


the multiplication of increasing controls 
over every aspect of our economic life and 


place the emphasis on using the efforts of 


the entire people. The recent order estab- 
lishing an Office of Economic Stabilization 
indicates that we are still intent on con- 
trolling inflation by the multiplication of 
our fetters rather than by balancing needs 
with maximum output. We must grasp the 
central importance of the flow of goods and 
services in our economy if we are to main- 
tain the fighting trim needed to wage this 
war. 


This new agency should sponsor a fixed 
policy of decentralization of all functions 
of the Office of War Supply, War Man- 
power, and Economic Stabilization which 
lend themselves to such treatment. Many 
of the shortcomings of the war effort to 
date are traceable to the attempt to run 
the war from Washington. Authority for 
making decisions should, so far as possible, 
be conferred upon the regional and area 
or district offices. Broad policies, however, 
should be established at the top to a far 
greater extent than hitherto. In fact, many 
Washington agencies have misunderstood 
their function, and instead of organizing 
their work so as to secure the maximum 
of information from the field on which to 
base policy have tried both to make and 
execute policies from Washington. 
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Canada’s War Effort 


Some Facts and Figures of Interest to American Financial Men 


BROOKE CLAXTON, K.C., M.P. 


ANADIANS are interested in what- 
C ever happens in the United States. 
A measure of this interest is that you 
have twelve times the population and six- 
teen times the national income of Can- 
ada. Although we are your best cus- 
tomer, that counts for little in your na- 
tional economy because foreign trade is 
relatively unimportant to you. Canada, 
however, ordinarily owes 35% of her na- 
tional income to foreign trade. 


The co-operation of Americans and Can- 
adians has a special quality because it is 
the co-operation of people who have got 
accustomed to working together and have 
the same interests and the same habits. 
Our Governments and industries have com- 
bined to make the most of our pooled re- 
sources. But ordinary contacts have been 
interrupted and it is important that you 
should know what your allies are doing. 


In every warring nation, the recruitment 
of an army is only one part of an effort 
that must be well-balanced as well as all- 
out. To arm our men and those of our 
allies, we have become a great arsenal. 
Starting from scratch and without experi- 
ence, we are now making munitions of 
every character and a million tons of cargo 
boats this year. In raids over Cologne and 
Essen, there were over a thousand Canadian 
boys each night. All the planes were Brit- 
ish-built and that means that 85% of the 
aluminum in them came from Arvida in 
Quebec, largest aluminum plant in the 
world. We now have 850,000 men and 
women in war industries. 


In all, we have over half a million ren 
in the Canadian forces voluntarily enlisted 
for service anywhere. In the same propor- 
tion you would have over six million Amer- 
icans. Canada has increased its productive 
capacity enormously. All supply, mater- 
ials, construction, production and allocation 
for all the services are under a single min- 
ister. Where we were spending $34,000,000 
In defense in 1988, we are spending $3,500,- 
000,000 in 1942—a hundred times as much. 


From address to Bond Club of Chicago in 
October. Mr. Claxton is known to most readers 
as our Legal Contributing Editor for Quebec. 


We are meeting 78% of our own expendi- 
ture out of taxes; 50% of our gift to Britain 
in included. In the lower brackets our in- 
come tax is about four times as much as 
your federal tax will be under the new 
rates. The income tax is deducted. at the 
source or must be paid in installments. 


All income in excess of $660 is subject to 
a flat rate of 7% to 9% and then to a grad- 
vated tax. The graduated tax, additional 
to the flat rate tax, is 30% on the first 
$500, rising to 98% on $500,000 in the case 
of single persons. One-half of the tax, not 
exceeding 8 or 10% of the income, or 
$1,000, whichever is less, is to be refunded 
after the war. Insurance premiums, mort- 
gage payments on one residence and other 
like payments will count on the refundable 
portion of the tax. 


Other examples of the tax payable by a 
married man without children (all income 
over $30,000 being considered as investment 
income) are: 

Add 
refundable 
compulsory 

savings 

$ 108 $ 

300 
1,000 
1,000 


Total 
217 
884 

11,279 

78,987 


Tax 
109 
584 

10,279 

77,987 


Income 
$ 1,500 $ 
3,000 
20,000 
100,000 


There is a tax on corporations of 40% 
plus 100% on profits over a standard base, 
with 20% of the excess profits refundable 
after the war. How successful this has 


_ been in preventing profiteering is shown in 


48 leading companies whose profits after 
taxes only increased from $156,000,000 to 
$159,000,000 between 1939 and 1941, al- 
though the earnings before taxes increased 
from $197,000,000 to $288,000,000. The in- 
crease in the taxes this year will put cor- 
porate profits below the pre-war level. 


We also have a sales tax of 8% (in 
Quebec an additional 4%). 


But even after taxes had been paid and 
bonds subscribed for, many people were 
left better off than in 1939. To prevent 
their increased purchasing power from 
pushing up the prices of reduced quantities 
of goods, last October we froze all prices, 
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all wages, all salaries, and all rents right 
across the board. It was the most drastic 
economic measure ever introduced in the 
history of democratic government. To off- 
set increases in the cost-of-living, we pay 
people working as foreman and below a 
flat rate cost-of-living bonus of 25 cents 
a week for each 1% rise in the cost-of-living 
index. In the ten months since the ceiling 
was put into effect, prices have risen only 
2%. 

We have instituted an all-out system of 
National Selecteive Service under which no 
one may give up a job or be fired without 
notice and anyone may be required to work 
at any occupation. Large numbers of non- 
essential industries will be deliberately shut 
down to save materials and make manpower 
available. We have prohibited strikes 
until a conciliation board has reported to 
the Government and a strike vote held un- 
der Government officers has been carried. 
We have set up many management-labour 
committees. But no one could say that 
everything is satisfactory on the labour 
front. We need compulsory conciliation and 
compulsory acceptance of awards by both 
parties. By and large relations are good, 


Strate Street Trust Company 
BOSTON 


A NEW ENGLAND INSTITUTION 
FOR 
EVERY BANKING AND TRUST SERVICE 


Charles Francis Adams 
Chairman 


LP Rew 


TRUSTS and ESTATES—November 1942 


but, whether rightly or wrongly, elements 
of labour feel that it is still treated like 
another tool. 

Labour will feel more like a partner in 
the war if it is given a real sense of par- 
ticipation. No one has yet said why labour 
should not have representation with indus- 
try, finance, and commerce on policy-form- 
ing and administrative boards. In addition 
to giving direct representation and sharing 
responsibility, we would find that the prac- 
tical commonsense of workmen and farmers 
would be highly salutary in preventing 
waste and introducing new ideas. It is of- 
ten said that this is a people’s war. Let 
us share the responsibility as well as the 
work and the sacrifices and gains. 

Also we need the sense of urgency, and 
realization of the new geography of the 
air, the nearness of things. A few weeks 
ago five Canadian boys, dirty and tired, got 
out of a plane that landed at Ottawa at 
midnight. To greet them were the Prime 
Minister and the Ministers of Defense and 
Air, who were proud to serve them food 
and drink. That morning this same crew 
had made a successful bombing raid over 
Saarbrucken. 
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Planning to Meet Post-War Problems 


CHARLES E. WILSON 
President, General Electric Company 


From Dun’s Review, Sept. 1942 


HE vast forces unleashed by the war 
program have served to underline the 
urgent necessity of facing the problems of 
peace sometimes in advance of the victory. 
The tremendous increases in national in- 
come, the training of hundreds of thousands 
of new employees, closing down “non-essen- 
tial” businesses, building vast plants, rear- 
ing vast deficits—these and many other 
characteristics of today’s operations spell 
mighty headaches for the days to come. To 
spend some of our time and some of our 
talent in preparing for what is ahead is a 
logical and a tremendously important de- 
cision. 


The opposition to post-war planning is 
largely deadweight opposition, and it has 
forfeited its right to identification with the 
system of free enterprise, which is funda- 
mentally a dynamic concept. They are those 
who would too cautiously withhold capital 
from use, who think in terms of increased 
profits only and not in terms of more equit- 
able distribution of wealth and lower prices 
to consumers, who, in the name of labor, 
are not realists but only opportunists, and 
who would strangle initiative and invention 
and research in the name of government. 


However, most men today can agree on 
objectives—full employment, international 
collaboration, and high living standards. 
They need only to be convinced that we 
must go after them aggressively and di- 
rectly, that we can with courage construct 
a pattern for an economy of plenty if only 
the components of our system—industry, 
labor, government, and agriculture—will 
see eye to eye on the requirements. Let 
there be no mistake about the necessity for 
government playing a strong role, in its 
legitimate capacity as the servant of all 
the people. 


The larger aspects of the planning job 
must not and cannot be overlooked, because 
they supply both the strong foundation on 
which to rear our separate efforts, and the 
controlling rhythm to which those efforts 
must be keyed. The great danger lies in our 
spending so much time poring over this 
blueprint for the nation and the world that 


we fail to get down to work in our respec- 
tive limited spheres. 


We cannot ignore the decisions of today 
or the immediate problems of tomorrow 
because much of what can be done after 
the war is being determined now by the 
rate at which we use raw materials, by the 
kinds and types of labor we employ, by 
the kinds of productive equipment we oper- 
ate, by plant locations, and by fiscal policies. 
Freedom of choice for the post-war world 
is speedily being narrowed. 


Post-war problems include: Post-war 
demobilization of troops must be meshed 
with the state of our economy and involves 
the desirability or necessity of dismissal 
compensation to maintain purchasing pow- 
er, and the familiar “adjusted service com- 
pensation.” 


Terminating war contracts, which claim 
half or more of the national income, is a 
basic problem in national well-being, in em- 
ployment, and in national income. 


The incentive to private production of 
consumer durable goods will not depend up- 
on any accumulated need, but upon effec- 
tive consumer demand, or the ability to pur- 
chase. 


There is the problem of the disposal of 
goods and shipping, and the proper de- 
mobilization of wartime economic controls. 


The question of farm mobilization imme- 
diately recalls the experience of the last 
war when 40,000,000 acres of grass land 
were plowed up in the Great Plains, bring- 
ing in their wake the dust bowl and the 
farm problem in politics. Now we have 
more varied crops, better controls, and ex- 
perience, and our agricultural objective is 
largely a balanced diet instead of all-out 
production, just as our objective in con- 
sumer goods is better living, not just mass- 
production. 

Finally, there is the gradual demobiliza- 
tion of war-time fiscal machinery calling 
for shifts in the structure to correspond to 
the shifts in our objectives. ... All of these 
things also have their international aspect, 
to be pondered while we are feeding and 
rehabilitating the occupied lands. 
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Consumer Spending in 1941 and 1942 


DOROTHY S. BRADY 
From The Agricultural Situation, Sept. 1942 


N 1941 one-half of the families and single 

consumers had money incomes below 
$1,480 and in the first three months of 1942 
half of consumer incomes were below an 
annual rate of $1,540. When income in 
kind is added, the corresponding figure for 
1941 was $1,550 and for 1942, $1,610. These 
averages reveal how great a rise in incomes 
has taken place since 1935-36. At that time, 
the median income, money and nonmoney, 
was $1,070. Rough calculations from these 
estimates indicate that the money expendi- 
tures for food for all families, independent 
of income, amounted to an average of ap- 
proximately $500 in 1941, compared with 
$378 in 1936, an increase of 32 percent. The 
aggregate in the first quarter of 1942 ap- 
proached 4 percent above the 1941 level. 

The greatest differences in the consump- 
tion of families in the three periods under 
consideration arise in the consumption 
groups that include consumers’ durable 
goods. In 1941 the expenditures for house- 
hold furnishings and equipment were well 
above the 1935-36 levels even in the low- 
income groups. Apparently all segments of 
the population hastened to buy goods in 
diminishing wartime supply. At the $2,500 
point, the items included in this grouping 
averaged $140 compared with about $85 in 
1935-36. In the first quarter of 1942, after 
many articles of equipment, washing ma- 


chines and refrigerators in particular, were 
already scarce or unobtainable, expendi- 
tures for this category were back on the 
1935-36 level. 

Expenditures for clothing in 1941—9 per- 
cent above the 1935-36 level—evidently in- 
cluded some advance buying. Income class 
by income class, average outlays for cloth- 
ing during the first quarter of 1942 were as 
low as in 1935-36. The drop in clothing 
purchases below the 1941 level may be sea- 
sonal in character. 

If the data for the first quarter of 1942 
may be taken as indicative of the course of 
consumer spending during the remainder of 
the year, it may be inferred that the in- 
ability to buy certain goods does not result 
in a stampede towards others. What is not 
absorbed by taxes and price rises is directed 
towards savings. The purchase of Govern- 
ment bonds, the payment of debts, invest- 
ments and insurance premiums are taking 
the part of consumer income that in 1941 
went for refrigerators, new automobiles, and 
radios. Beneath these figures and those for 
1935-36 lies an American pattern of living 
in relation to income which appears to be 
remarkably stable not only for all popula- 
tion groups taken together, but also for the 
main component groups, the city dwellers, 
the farm families, and that transition group, 
nonfarm families living in rural territory. 
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What Program Does Business Have? 
Statesmanship Needed in Business 


CLINTON DAVIDSON 
Fiduciary Counsel, Inc., New York City 


USINESS has produced excellent 

statesmen. But too many average 
businessmen have a short-term view- 
point; they consider only their immediate 
specific problems. “The profits of the 
day,” they say, “are sufficient unto 
themselves.” Statesmen, however, plan 
far ahead for the solution of general 
‘problems affecting all business. The 
average businessman sells his goods to 
a very small per cent of our total popu- 
lation. A statesman sells ideas to the 
‘masses, laborers, farmers and the great 
middle class—those whose voting power 
‘decides the fate of private business. 


In the days of the alleged “Robber Bar- 
ons” business men depended upon buying 
legislators, buying courts, and intimidating 
labor. It is not necessary, however, to go 
back 50 years for illustrations. In 1927 I 
witnessed some of the greatest examples of 
the lack of business statesmanship this 
country has ever seen. I refer to stock mar- 
ket pools, where groups of wealthy men, 
often the social and financial leaders of our 
nation, got together, made improper use of 
inside information, furnished false reports 
to the press and fleeced the public of mil- 
lions. One hundred per cent selfishness 
may produce more profit for a while, but in 
the long run it becomes a boomerang. All 
business is suffering today from that lack 
of statesmanship of its leaders in the past. 


About eighteen hundred years after Jesus 
‘said, “He that would be greatest among 
you, let him become the servant of all,” a 
man in New York City named Stewart, who 
objected to the practices of the retail 
merchants of that day, decided to operate 
upon more truthful and more efficient ser- 
vices to his customers. And because of this 
‘statesmanship he became the first great 
merchant prince of America. Because 
Wanamaker, the present owner, practices 
the same principle his store is still success- 
ful. In Chicago, Mr. Marshall Field ex- 
‘pressed this principle “The customer is al- 
ways right,” and you know the result. 


From address to Controllers Institute of Amer- 
ica, Chicago; Sept. 23rd. 


Where is Economic Statesmanship Headed? 


During the period following the last war, 
the automobile industry built a better car 
at a lower price and while doing so in- 
creased the wages of its employees. That 
record has seldom been equalled. This 
month I received from our Statisical De- 
partment, in the regular course of its work, 
a report on the General Electric Company 
which contained this pertinent paragraph: 


‘Employees receive practically every benefit that 
has been thought of through the years, for im- 
proving the workers’ lot. These include cost-of- 
living adjustment of earnings, general profit shar- 
ing and extra compensation, life insurance, sav- 
ings plans, pension and life retirement and relief 
and loan association. And they are well paid.” 


Statesmanship requires a program. The 
New Deal has a program. Based on the 
fact that capitalism and free enterprise 
cannot survive another period of mass un- 
employment, it is substantially as follows: 


If the purchasing power of the masses 
is increased instead of increasing the in- 
come of a few wealthy individuals there 
will be more production and more em- 
ployment. For example, suppose that 
after the war one company has a mon- 
opoly on synthetic rubber and that the 
tariff or something else prevents import 
of natural rubber, and that the large 
profits earned go to only a few stock- 
holders. The New Deal Plan would re- 
duce their profits by: 


(1) Breaking up the monopoly, or 

(2) Reducing the price (so that more 
people could purchase more rubber 
products, thereby creating more pro- 
duction), or 


Increasing wages, which would 
again create more purchasers, or 
Having the government recapture 
the excess profit through taxation 
and then distribute it through gov- 
ernmental agencies, or 

Having the Government spend an 
amount equal to the money hoarded 
by the rich—an amount estimated 
to be between ten and twenty billion 
dollars. 
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All of these methods are supposed to in- 
crease production and thereby employment. 
What plan does business have to prevent 
the recurrence of unemployment? 

Private business must find the capital to 
buy $14 billion of war plants from the gov- 
ernment after the war. It must find a way to 
convert plants to peace production so that 
20 million factory workers will have jobs. 
(There were only 9 million in 1929.) This 
also requires finding markets for twice the 
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amount of goods produced in 1929. 

Channels must be provided for annual in- 
vestment of $24 billion of savings by indi- 
viduals. (Only $10 billion provided in 1929 
or 1940.) Half of saving is done by fam- 
ilies who earn less than $10,000 per year 
and they need sound investments. 


Some Things to Consider Now 


If businessmen don’t solve these problems 
the government will operate its own plant 


Military Training in Wall Street 


AR-VALUABLE talents and abilities of the financial community of downtown 

New York are being discovered and developed through the Military Training 
courses of New York Institute of Finance. With the backing of the Association of 
Stock Exchange Firms, the institute is putting on drills and lectures to acquaint those 
in the financial field with the principles of military organization, activities and 
infantry routine and to give instruction in specialized subjects from Celestial Naviga- 
tion to Colloquial Japanese. The initial series on “Army & Navy Organization and 
Tactics” which started October 28th, comprises six lectures, two hours once a week for 
a registration fee of $5. A refresher course in Mathematics is designed as foundation 
for those who might enter artillery services; there are courses in Map & Photo Reading, 
Signalling, Military German, “Army Paper Work,” Fundamentals of Radio, conducted 
by specialists including Col. George C. Lewis, U.S.A., and Capt. Theodore Nelson, 
N.S.N.R. (retired). Courses vary from six to ten weeks, once or twice a week, with 
moderate tuition and are open to interested members of the public. It is likely that 
certain series will be repeated and other courses added which will further aid partici- 
pants to be of special usefulness if called on for military service or to help qualify 
for enlistment in an appropriate branch. Drills are held after each lecture session, 
evenings from 7:45 to 9:30, on the floor of the Stock Exchange, and J. P. Morgan &: 
Co. have offered use of their pistol range to class members. 
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to give jobs to unemployed and provide 
markets for farmers, regimenting produc- 
tion and distribution of goods in private 
plants. The Government will provide in- 
vestments in public works, armament, loans 
abroad, and social programs to absorb sav- 
ings of individuals. (Deficit spending of 
$10-20 billion per year vs. $3 billion pre- 
war.) 


Business must have a plan. Every bus- 
iness man should know it and should be 
explaining it everywhere he goes. Other- 
wise, when the war is over the New Deal 
Plan, or the plan of organized labor, or the 
Socialist’s plan will be used, and business 
will lose by default. Forward looking exe- 
cutives will: 


1. Plan for post-war production of new 
goods for the moderately rich (incomes of 
$3,000-$10,000 per family, whose spending 
in a year of full employment is 40% of 
the total market for consumer’s goods). 


2. Plan new type of post-war sales cam- 
paign to get them to trade part of savings 
for goods, to put men to work and prevent 
socialism. 


8. Plan drastic cut in cost of producing 
goods to fit pocketbooks of poor. 


4. Put post-war buying power in pockets 
of poor through post-war refunds—by help- 
ing them save income during war instead 
of taxing away your post-war cash cus- 
tomers with sales taxes, and taxes which 
include no such refunds. 


5. Plan now conversion of plants and 
100 per cent expansion of peacetime pro- 
duction. After this war business will have 
to gamble on all or nothing, for I know that 
our Government planners have big visions. 


Business Leadership 


UR foes have long since coordinated 

their post-war programme and 
plans with their actively hostile effort, 
and we must admit that however hor- 
rible in form, they have had no small 
part in solidifying and co-ordinating 
their power, stated D. G. McKenzie, 
president of the Canadian Chamber of 
Commerce in his recent address before 
the annual convention. 


Who Represents Business? 


Labor is the second greatest legislative 
force in this country. Agriculture is the 
first. Agriculture is represented by four 
national farm organizations, and two men 
associated with these organizations have, in 
my opinion, more influence with national 
legislation than all the business associations 
in the country put together. I understand 
that the President conferred with the repre- 
sentatives of these four farm organizations 
and of the two labor organizations jointly, 
and conferred with the leaders of business 
in another meeting. I wonder why all were 
not seen together? Do labor leaders and 
farm leaders cooperate better than business 
leaders? A man connected with one of the 
farm organizations, asked why they did 
not cooperate more with business, replied, 
“Which business? The U. S. Chamber of 
Commerce made one set of recommendations 
to the Ways and Means Committee, the 
National Association of Manufacturers pre- 
sented a different set, the New York State 
Chamber of Commerce, the New York 
Board of Trade, the Brooklyn Chamber of 
Commerce and countless other business or- 
ganizations made other recommendations, 
many of them conflicting.” I believe that 
the American system of free enterprise 
cannot survive unless we have more cooper- 
ation within business and far greater co- 
operation between business, agriculture and 
labor. To secure the cooperation of farm- 
ers, workers and Congressmen an educa- 
tional program is_ needed, including 
statesmanlike sales presentations of tax 
plans to congressional committees, behind 
which all business is united, instead of 
selfish and conflicting programs presented 
in a dry legalistic manner. 


for War and After 


What we make of this war-torn world 
and the manner in which we shape the 
future of our great country is dependent 
in a very large degree on the leadership 
given by the business men. 


Employment must be provided by Can- 
adian business as'a whole, otherwise the 
Government will be compelled to do it, and 
it may be that like the people of Germany, 
the people of Canada would give up some 
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of their fundamental liberties to the State 
in order to avoid another unemployment 
depression, and progress, as we have come 
to define it, will become static. We will 
then have lost our system of free enter- 
prise ,with its reward for individual initia- 
tive, frugality, thrift and industry. 


When we organize for maximum pro- 
duction on a basis of full employment with- 
out being stopped by costs, we discover, as 
have other nations, that increased produc- 
tion pays the real costs involved. We can- 
not avoid balancing our production-con- 
sumer program. 


He pointed to the fact that in 1939 Can- 
adian manufacturing industries employed 
675,000 people, paying them $730,000,000. 
in salaries and wages, or an average of 
$1,081 each. On the basis of June records, 
these industries at the end of this year 
will be employing 1,183,393 people and will 
pay salaries and wages amounting to 
$1,737,000,000 or an average of $1,468. 
With this higher level of wages and salar- 


s6@O far, though the nation is: conscript- 

ing all the men it needs, it has not 
the courage to conscript the income dollars 
it needs, and shows no signs of developing 
such courage,” is the belief expressed by 
Donald Woodward, assistant to the pres- 
ident,, Mutual Life Insurance Co., at the 
American Statistical Assn. meeting on Oc- 
tober 7th. The objective of regimentation 
is attained, he pointed out, by the pernicious 
taxation called inflation, which transfers the 
reduced value of income dollars to the gov- 
ernment. Mr. Woodward notes, “rationing, 
allocation, price fixing, job freezing; subsi- 
dies and direct conscription of labor and of 
goods” will perform functions ordinarily ac- 
complished by money. With this regimenta- 
tion, of course, “what is called bureau- 
cracy must expand almost beyond belief.” 
(This suggests that we may have two 
snoopers in every garage, in place of the 
two cars). The only reason we haven’t de- 


cided against non-monetary regimentation 
just as vehemently as we have decided 





Three Keys to 











TRUSTS and ESTATES—November 1942 


ies on one hand, and the imposition of 
heavy taxes on higher incomes, an enormous 
levelling up of net income is being effected. 
Labour, also, has co-operated in promoting 
our war production. Hours of labour have 
been lengthened, wage levels greatly stabil- 
ized, and disruptive actions largely elimin- 
ated. 


In addition to seeking export markets 
plans should be made for developing to its 
utmost possibility the market available in 
Canada. Mr. McKenzie remarked that two 
fields for exploration are worthy of atten- 
tion: (1) The establishment of higher nutri- 
tional standards for all our people. (2) 
Developing increased industrial uses for 
agricultural products. What is needed is 
more enterprise and efficiency and expan- 
sion, and less talk about guarantees, more 
emphasis upon adaptability to changing 
technical and market conditions and less 
emphasis on protection and _ safeguards. 
The standard of living of any country is 
measured by the productivity of its people. 


Regimentation 






against the others is that we haven’t looked 
at it. 

“The fact is that all three of these ‘de- 
cisions,’ if they deserve that identification, 
are being made after eating ‘the honey- 
sweet flower of Lotus.’ They all three come 
from the same state of mind that made this 
country slow to prepare for war. They 
all three came from too much singing of 
the old song: ‘Say it isn’t so!’ All three 
methods will be used, indeed, are now being 
used. Taxes and compulsory loans will 
conscript more income dollars, a larger pro- 
portion of them than the new tax bill hints. 
But just as these three methods of regi- 
mentation to a war economy entail of them- 
selves a system of checks and balances which 
provides some hopes for the avoidance of 
ruinous extremes of any one of them, so 
the three, acting upon the whole economy, 
generate a mighty force which at some later 
day will inevitably work for the modifica- 
tion, perhaps the elimination, of all three. 
This should not be overlooked in formulat- 
ing policies which carry into coming years.” 








THE CAPITAL ECONOMY 


Wartime Transportation Problems 


JOSEPH B. EASTMAN 
Director of the Office of Defense Transportation 


HE load upon our carriers has in- 
creased tremendously. In 1941 the 
ton-miles of freight carried mounted to 
record heights; this year they are run- 
ning about 30 percent more than last year. 
The railroads have carried these huge loads 
successfully with about two-thirds of the 
cars and less motive power than they had 
in 1929, and ever since the emergency be- 
gan in 1938 they have had very little in- 
crease in equipment. The country has not 
yet reached the peak of wartime production 
or the peak of traffic movement. Passenger 
traffic has been rising at an even more 
rapid rate than their freight traffic, and 
they must meet at a moment’s notice the 
demands of the military authorities for the 
movement of troops. They can foresee and 
plan only in part for these sudden move- 
ments, which are accompanied by a great 
amount of what is called impediments, 
which often require the help of freight 
power, which interfere with the orderly 
movement of freight, and which are con- 
stantly increasing in volume. The railroads 
are also entering with practically no re- 
serves of motive power upon a winter sea- 
son, with all that winter means in slowing 
down the tempo of operations. 


A heavy addition to passenger traffic is 
also certain to fall upon the railroads be- 
cause of the automobile situation, and they 
will be lucky if they escape a very consider- 
able addition to freight traffic. Unfortun- 
ately, also, the trucks specialize in short- 
haul package freight, and that is the hard- 
est kind for the railroads to handle econom- 
ically and efficiently. 


If the facilities of the railroads could be 
expanded quickly and at will, these pros- 
pects would be less disturbing, but such is 
not the case. On the contrary, we have only 
a limited supply of critical materials, and 
the demands on that stockpile for war pro- 
duction and our new rubber supply are 
tremendous. Consequently the War Pro- 
duction Board, and quite properly, looks 
with jealous eyes on all other demands, in- 
cluding those of the railroads. It insists 
upon the maximum possible utilization of 


From address before Boston Conference on Dis- 
tribution, Oct. 1942. : 


existing railroad equipment and facilities 
and strict limitation of new construction. 


Much slack has been taken up in rail- 
road operation. Shippers are loading and 
unloading promptly. The cars are kept 
rolling. We have brought the loading of 
less-than-carload freight from an average 
of less than five tons per car to an average 
of about 10 tons, equivalent to adding near- 
ly 80,000 cars to the supply. 

One way to relieve the railroads and the 
other carriers is to get more work out of 
their equipment. Another is to reduce the 
amount of work to be done by reducing 
“cross-hauling.” 

We are endeavoring to work this latter 
problem out in close cooperation with the 
War Production Board. We have a record 
of the movement of every freight car 
which terminated on a day last May, and 
of what it contained. From this we ascer- 
tain what the cross-hauls, in the broad 
sense, were of each important commodity 
on that day. We have evidence that it was 
fairly typical, but we shall check it with 
a day in September. We are submitting 
the analysis and the picture, for each com- 
modity, to the Transportation Committee 
of the War Production Board, and they in 
turn are asking each industry division to 
study and advise as to what can be done 
to curb the apparent excess transportation. 

This matter of cross-hauling cuts across 
the fields of both railroads and trucks, but 
let me now touch upon a problem of dis- 
tribution which relates solely to rubber- 
born vehicles. I refer to the local distri- 
bution by delivery trucks of milk, oil, beer, 
bakery goods, newspapers, store purchases 
and the like. We have grown very prodigal 
and wasteful in such deliveries and they 
have been consuming annually a tremend- 
ous quantity of rubber. The dire need of 
eliminating every mile of waste in rubber- 
borne transportation is perfectly clear. 
There is no department of that transpor- 
tation, in all probability, in which there is 
a greater opportunity for saving than in 
this local delivery system. The fact is, 
also, that it has various excrescences which 
are the product solely of overzealous compe- 
tition and of which all responsible would be 
glad to be rid. 
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Employment in the Post-War Switchback Period 


MELVIN T. COPELAND 
Harvard University 


HE first stage of readjustment in the 
post-war era will be the switchback 
period which probably will take something 
like six months to a year for virtual com- 
pletion for industry generally. Some in- 
dustries can resume civilian production al- 
most immediately; others will take two or 
three months; for some the period will be 
substantially longer. The switchback stage 
will be followed by a period of general pros- 
‘perity, which will last for several years at 
least. In the switchback period, the big 
problem will be to find jobs for workers 
engaged in war production and for men in 
the armed services. 


If the post-war readjustments are of a 
healthy character, the jobs will be found 
chiefly in private industry and in essential 
public services. Some articles that will be 
bought avidly as soon as they become avail- 
able are obvious—gasoline, tires, automo- 
biles, and electric household appliances. The 
boys coming back from the army and navy 
will need new outfits of clothing and shoes. 
Many of our houses will need repairs. 


The demand for industrial goods also 
promises to provide many job possibilities. 
Many machines in our industrial plants are 
being operated for so many hours each 
week that they are being worn out abnor- 
mally fast. These machines must be re- 
placed or be repaired. In certain industries, 
notably the automobile industry. extensive 
retooling will be necessary when the produc- 
tion of civilian goods is resumed. Retooling 
means the purchase of new machinery. 
Then there is also the item of deferred 
maintenance. All such work in many plants 
multiplies into a lot of jobs. Closely allied 
to industrial demand is deferred public 
works including new schools and other pub- 
lic buildings, road construction, ete. 


This backlog of potential industrial de- 
mand means that we need not rely primar- 
ily on consumer industries to provide em- 
ployment. It seems fair to conclude that 
jobs will become available about as fast as 
the need for jobs develops. 


The demobilization of men in the armed 
services necessarily will take place gradual- 
ly because of the fact that they are scat- 


Before Boston Conference on Distribution, Oct. 
1942. 


tered over so much of the globe and because 
occupational forces presumably will be 
maintained in various countries for an in- 
definite period after the fighting ceases. 
There may be proposals that demobiliza- 
tion be retarded for economic reasons, but 
for my part I trust and hope that the boys 
will be demobilized as rapidly as military 
circumstances permit, and I believe that we 
can have ready for them the jobs that they 
deserve when they do return. 


There are three policies which should be 
followed by the government. First, control 
over the allocation of scarce raw materials 
should be continued so long as a serious 
scarcity exists. The post-war allocations, 
however, should be made to those concerns 
which can put the materials into production 
immediately. Secondly, price controls should 
be continued until the danger of any sharp 
price advances is passed. Speculative price 
rises would check demand and they also 
would lead to an eventual slump in busi- 
ness activity with resultant unemployment. 
Thirdly, corporate taxes should be reduced 
immediately after the armistice is signed, 
in order to encourage business activity in 
general and particularly to stimulate the 
undertaking of new ventures which involve 
the assumption of greater risks than war- 
time taxes permit. A reduction in corpor- 
ate taxes will have an especially strong in- 
fluence on the demand for industrial goods 
in the post-war period, because industrial 
goods involve capital investment, and un- 
duly heavy corporate taxes are a deterrent 
to new capital investment and to full plant 
maintenance. 


a , 


A. B. A. Ration Coupon Committee 


A nationally representative committee of 
bankers to deal with the problem of work- 
ing out with the Office of Price Administra- 
tion a plan for the clearing of ration cou- 
pons through the banking system, has been 
appointed by W. L. Hemingway, president 
of the American Bankers Association, who 
is president of the Mercantile-Commerce 
Bank and Trust Company, St. Louis, Mis- 
souri. Rowland R. Hughes, comptroller 
of The National City Bank of New York, 
was named chairman. 
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Private Enterprise in the Post-War World 


EDWARD L. BERNAYS 


HE kind of peace that will be made, 
the psychology of all the nations, the 
political, economic, and sociological forces 
that will arise—these will all be the back- 
ground for the type of private enterprise 
that we shall have, if we have it. 

The problems of post-war free enterprise 
will be, first, economic, and entail the re- 
allocation of a completely dislocated econ- 
omy, of manpower, of manufacture, of mar- 
kets, and finance. And, secondly, the psy- 
chological, human, social problem, comprise 
attitudes of people in and out of govern- 
ment towards this new world of theirs. 
Getting out of a war economy into a peace 
economy will be much more difficult than 
our job of turning from a peace to a war 
economy. 

We cannot gain much advantage by look- 
ing back at the last war because in 1918 
less than 15 percent of the total resources 
of the country were in the war and many 
people have grown accustomed to looking 
to government for control. 

So many American people believe that 
private enterprise has been inefficient and 
selfish, that it is folly to assume that the 
public will gradually drift back into a sys- 
tem that has failed to satisfy them. Pri- 
vate enterprise must formulate plans now 
that will convince the people that their 
interests will be safe-guarded. 


Some Questions for Study 


Financial problems: What can be done to 
ensure ample capital and credit to private 
industry, including the coordination of fiscal 
policies; to ensure an avoidance of inflation 
or deflation; to ensure maintenance of na- 
tional income? What taxation policies to 
reduce the public debt and make for finan- 
cial recovery? What shall be the policy of 
foreign ‘loans for the reconstruction of 
Europe, industrialization of Latin America, 
the development of backward countries? 
How shall we educate the public to under- 
stand a sound financial program? Unless 
our program is good, we are bound to suffer 
from economic stagnation and state capital- 
ism either of the Right or the Left. 


Excerpts from address before 14th Boston Con- 
ference on Distribution, Oct. 1942. 


Labor problems: How shall demobilized 
soldiers and industrial workers be provided 
with employment? What is the best rate 
of military demobilization? What about the 
rights of labor; migration of labor from 
defense industry towns to their own towns? 


Industrial problems: How can wartime 
controls be relaxed, and what will the effect 
be? What of unfinished war contracts? 
To what extent should industrial research 
and invention be encouraged? How shall 
we bring about a decentralization of activ- 
ities? How shall surplus property be dis- 
posed of, and what is the best disposition 
of war plants? 


These questions are a challenge. They 
questions are a challenge. They cannot be 
left to government. They demand the 
soundest thinking, research and action by 
the business man of today. 


Wartime Price Control 


GEO. P. ADAMS, JR. American Council on Pub- 
lic Affairs. $2.50. 153 pp. 


Various aspects of price control in World 
War I are described and analyzed. Among 
the subjects covered are: food and fuel 
control, economic mobilization, and prob- 
lems and techniques of control. In the con- 
cluding chapter little space is devoted to 
the current conflict. The need for an “in- 
tegrated system” of control is emphasized. 
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Other Articles 


Silver Scandal: Professor Walter E. Spahr 
outlines the facts concerning the hoard of 
silver which is held by the Treasury and 
which it has not been able to release for 
war work because of the machinations of 
the Congressional silver bloc and the silver 
laws on the statute books. He recommends 
the repeal of these laws and making the 
silver available at once to industry at a 
reasonable price. 


The Saturday Evening Post, Oct. 31, 1942. 


Concentration of Consumer Industries 
and Trade in Britain: The program adopted 
in Great Britain to release manpower and 
space tied up in civilian industry working 
part time is outlined in detail. The nature 
of the concentration plan, the methods used, 
the use of closed factories, the results, and 
recent developments are all outlined. The 
probable introduction of this program in 
this country on an accelerated scale in the 
next few months makes this pamphlet of 
particular interest to business men and 
bankers. 


British Information Services, Sept. 11, 1942. 


Rationing Consumer Expenditure: Dr. 
Sidney Weintraub examines the relative 
merits of controlling inflation by means of 
compulsory saving or by limiting con- 
sumers’ expenditures. Although the latter 
method is direct it would entail a large ex- 
pansion in the administrative machinery 
necessary to handle it. Another argument 
against control over spending is that the 
plans proposed usually mean “all income 
groups are to command roughly the same 
real income during the war years.” This 
is equalitarian economics with a vengance. 
Of the two alternatives he favors a scheme 
of compulsory saving. 


Harvard Business Review, Autumn, 1942. 


Alternatives in War Finance: A concise 
comparison of how the government raised 
funds in World War I and in 1940-42. 
Mr. Hitch favors heavier taxation and 
compulsory savings if necessary. The 
relative roles of taxes and borrowing in a 
war program are detailed. 


Survey of Current Business, October 1942. 


Control of Manpower in Britain: The 
urgency of our own manpower problem 
makes this survey of British experience 


very timely. The handling of the draft, 
the government’s powers over men, women, 
and children, training programs, and allo- 
cation of labor to industry are discussed. 
The present tendencies in Great Britain are 
summarized as follows: 

Now that British manpower is approach- 
ing full mobilization, increases in produc- 
tion can come only from increased produc- 
tivity per worker. If productivity is to be 
further increased, it must come from im- 
proved working conditions, and from im- 
provements in planning and in managerial 
efficiency. Transferred workers are given 
their fares and settling-in allowances; hous- 
ing conditions are attended to, nurseries 
provided for working mothers, canteens are 
obligatory in most factories. Within the 
factories the new labor-management com- 
mittees are improving production both by 
drawing attention to working problems, and 
by making practical suggestions for greater 
efficiency. 


British Information Services, Oct. 20, 1942. 


12 Things the War Will Do To America: 


by Quincy Howe. On the predicate that 
mass production means planning under au- 
thority of the State as the controller, the 
author outlines the shift of power from 
business, even from organized labor and the 
farm bloc, to the political administrators— 
Congress notwithstanding. Projecting tax 
and social policies, he anticipates income 
floor and ceiling, simultaneously with loss 
of influence of middle class and small bus- 
iness men. Unlucky, according to this arti- 
cle, will be those who are not in the orbit 
of a pressure group. 


Harper’s, Nov. 1942. 


International Federal Reserve: Creation 
of a financial system equipped to carry the 
international exchange of war goods over 
to the peace-time movement of foreign 
trade, was proposed by Asst. Secretary of 
State Adolf Berle in his Oct. 15th address 
in Birmingham. Extension of the princi- 
ples of reserve banking to the international 
field, based on the experience of war-supply, 
production and pooling, should be helpful 
in reconstruction, Mr. Berle remarked. 
Along similar lines may be noted the pro- 
posals for Hemisphere and World banks by 
Dr. Heymann in his book “Plan for Per- 
manent Peace.” 
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COMPULSORY SAVINGS AND OTHER 
WAR CONTROLS IN BRAZIL—In connec- 
tion with the war loan of 3,000,000 contos 
(about $180,000,000) the Government de- 
creed on October 6 that every resident of 
Brazil must subscribe to bonds to an amount 
equal to his last income tax. 

Three per cent will be deducted from 
salaries and wages of employes in private 
industry, while government functionaries 
will receive 3 per cent of their salaries in 
bonds. The balance of individual quotas 


presumably is to be met by direct purchase 


rather than by withholding of earnings. 
(According to one report, bond quotas will 
equal the amount of the income tax plus 3 
per cent of monthly earnings.) The bonds 
will earn 6 per cent annually, but will not 
be redeemable until the end of the war. A 
national commission of economic defense 
has also been established. 

The export of all home killed meats has 
been stopped because of shortages at home. 
A Rubber Credit Bank has been established 
to control all rubber produced in Brazil; 
abnormally large stocks may be seized. 
Workers who are drafted are to receive 
50% of their wages for the duration and 
jobs are guaranteed for them when they 
return to civilian life. 


CANADIAN CONTROLS—Starting Nov- 
ember ist, a special permit was required to 
move to larger quarters, to establish new 
outlets, to introduce new lines of goods, to 
open new businesses, or to transfer owner- 
ship of a business. This new control is de- 
signed to conserve materials and manpower. 

A third victory loan of $750,000,000 was 
announced late in October. 

War production reached new peaks in 
September. For some items—small arms, 
guns, and carriages and mountings—more 


was produced in that month than in all of 
1941. The building of 10,000 ton ocean 
freighters has reached the point where one 
is turned out every 5 days. 

In Winnipeg, it has been ruled that tenants 
whose lease included a clause agreeing to 
return the premises to the landlord at the 
latter’s request are still entitled to 3 months 
notice to prevent evasion of the rent regu- 
lations. 


SWISS RATIONS—Rationing of bread 
and milk has been introduced because of 
“the gradual but none the less extensive 
increase in the consumption of both com- 
modities” due in part to the rationing of 
other products and the dependence upon 
foreign sources of supply. The milk ra- 
tion will be about 1 quart for children and 
1 pint for adults. 


BRITISH RATIONS—Towels have been 
given point values and are now included in 
the clothing ration. Since they are a 
household goods rather than clothing, it is 
being suggested that a new ration group be 
established—household products. The short- 
age of wool has made it necessary to in- 
crease the point values of such goods. Ac- 
cording to the Economist, “these adjust- 
ments have introduced some new principles 
to clothes rationing. Previously coupon 
ratings were based approximately on the 
amount of material used.” 


OTHER CONTROLS—The New Zealand 
government is purchasing the entire meat 
output in the 1942-43 season. 

Vichy France has offered 6 billion francs 
of 3%% bonds. There will be 4 lotteries 
a year with the major prize of 2,000,000 
francs to the lucky holders of the bonds 
selected. Each bond has a nominal value 
of 2,000 francs. 
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New IBA President Sees Expansion 
Era After War 


Jay N. Whipple, partner of Bacon, Whip- 
ple & Co., of Chicago, was elected president 
of the Investment Bankers Association of 
America at its annual meeting in New York 
last month. Upon assuming the presi- 
dency, Mr. Whipple said that he expected 
“the greatest period of expansion and pro- 
gress the world has ever known” after the 
war. For that expansion, he said, industry 
will need capital in amounts that will 
dwarf previous industrial financing just as 
the present war financing dwarfs amounts 
raised for other wars. 


He told the investment bankers to look 
ahead to the part they will have in financ- 
ing war-born scientific and technological 
developments in industry to get inspiration 
for greater efforts in helping the Treasury 
raise the billions needed for winning the 
war. 


“Because the profit motive is essential to 
progress,” Mr. Whipple declared, “it is my 
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belief that private enterprise and private 
financing will not be replaced, except in cer- 
tain necessary circumstances, by public 
ownership and government financing. As 
long as we have private ownership of bus- 
iness, it is necessary that a market be pro- 
vided to permit the purchase and sale of 
this ownership as represented by stocks. 

“Just as the amounts raised by our gov- 
ernment to finance this war dwarf the 
amounts raised to finance any other war, 
so it is reasonable to expect that the de- 
mands for capital to finance the peace 
both from this country and abroad—wiN 
far exceed anything in our previous exper- 
ience. 

“So far in this war, the number of indi- 
vidual pieces of “E,” “F” and “G” bonds 
already issued exceeds 90,000,000, against 
a total of 96,000,000 pieces of all issues 
during the last war. As of the first of 
this month, 19,500,000 employees were on 
payroll deduction plans for a regular pro- 
gram of bond buying. These people are 
now capitalists, and your potential cus- 
tomers for securities other than government 
issues after the war. All of them feel a 
sense of interest and ownership in the 
government as a result of their purchases 
of its obligations and they will be increas- 
ingly conscious of their responsibilities as 
citizens and more active in preserving an 
economic system which will safeguard their 
investments. They will be the first to op- 
pose Communism, Socialism or any other 
ism which threatens to destroy these in- 
vestments.” 

a , 


Corporate Reserves Low 


From 1930 through 1938 American corpo- 
rations drew upon savings made in prosper- 
ous years to the extent of $31,000,000,000 
and during the last three active years they 
have only been able to restore about $4,000,- 
000,000, of which more than half was set 
aside in 1941, according to a survey an- 
nounced recently by the division of indus- 
trial economics of The Conference Board. 

Limitation of profits on armament produc- 
tion, renegotiation of contracts, higher cor- 
porate taxes and rising production costs are 
currently contributing to a lower level of 
net earnings, the board points out, adding 
that the net increment from now on must be 
expected to be more modest than in the pe- 
riod of accumulation following World War 
I, and for such reason, less able to act as a 
potent recovery factor in future periods of 
retrenchment and readjustment. 
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Research — New Ally of Finance 


Editorial 


HERE is a logical partnership 

between Industry, Science and 
Finance. As geographic frontiers 
are passed and more of our people 
are engaged in industry, the fron- 
tiers opened by scientific research 
become the most important factor of 
opportunity for capital, for man- 
agement and for labor. And war is 
speeding up the pace so profoundly 
that their future prosperity—even 
security—depends on a _ practical 
working alliance. Until recently, 
many supposed leaders of business 
and finance have been mere by- 
standers at the parade of progress 
while companies, even industries, 
were left to flounder in the wake 
of technological progress. Isolation- 
ism is as dead an issue, as false a 
delusion, in economic as in national 
life. 


Trustees of the estates and other sav- 
ings of American citizens have a dual 
role of tremendous importance to vic- 
tory on both the military front and the 
home front. Their investments in in- 
dustry have made possible the greatest 
production plant in the world; as mobil- 
izers of the people’s wealth for govern- 
ment use they transfer the direction of 
this production power to war purposes. 
In the scientific revolution that is in the 
making, they have an equal responsibil- 


ity to mobilize savings, old and new, for 
the vast post-war opportunities which 
research is opening up. 


As it becomes more difficult for the 
individual to find safe and useful appli- 
cations for his excess income, it is evi- 
dent that people must choose trustees 
who are expertly informed on the rela- 
tive risks and opportunities of such in- 
vestment. In wartime the basic useful- 
ness, the sine qua non, is munitions, and 
the assemblage of managers known as 
the Government is the logical trustee 
where every field of activity is repre- 
sented and where experiences and facili- 
ties of all are pooled for the common 
need. This interdependence of action 
based on knowledge of needs and means 
of meeting them, will be equally neces- 
sary to the full use of men and ma- 
chines after the war. 


Then, however, the institutional in- 
vestors who are compensated according 
to their record of the profitable use of 
capital tools and are free from political 
tape, should become the successor trus- 
tees. Close alliance will be needed be- 
tween them as suppliers and industry 
as users of savings, and to see that these 
are safeguarded against not only the 
competition of other managements but 
also of other methods and materials, in- 
dustrial science will enter into their cal- 
culations to a degree never before at- 
tained. Whereas only a few years ago 
they were usually considered an indus- 
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trial frill, research facilities of a com- 
pany are now counted a major factor of 
investment stability. 

It is possible that corporations un- 
able to afford their own research facili- 
ties may have to provide for them joint- 
ly in order to keep abreast of the new 
tempo of technological advance, and the 
impact of new invention on vast aggre- 
gates of capital may prove so costly as 
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to force new concepts in patent laws. 
An excellent preview of changes now 
in process or now ready for post-war 
release is provided by Dr. Frank Jewett 
in his article elsewhere in this issue. 
The new horizons already opened by 
fundamental research, if properly un- 
derstood, can be turned to the employ- 
ment of a great deal of labor and capi- 
tal when demobilization starts. 


Equalizing Property Rights for Women 


OMEN in Active Army and Navy 

work—via the WAACS and the 
WAVES; women as riveters taking the 
place of men in airplane factories, even 
in shipyards, and in a host of other 
roles heretofore reserved to men, are 
assuming new _ responsibilities — and 
with much credit—for which they will 
expect greater privileges after the war. 
Undoubtedly this will manifest itself in 
many ways, especially in the field of 
financial rights where further abroga- 
tion of inequalities between man and 
woman, husband and wife may be in or- 
der. In fact, some rather fundamental 
revisions in laws governing inheritance 
—to take but one—would seem to be in 
prospect in many states where anti- 
quated and discriminatory statutes exist, 
along lines set by New York’s estate law 
revision commission. The same may be 
true of tax laws, with the changed view- 
point which may obtain as to depend- 
ency. 

Already the “equalization” movement 
is on the way in the industrial field, 
with demands for equal pay and bene- 
fits with men, while the President just 
signed a bill to raise base pay of WAAC 
members to $50 a month. In the busi- 
ness world, the replacement of men in 
the services with women has already 
gone farther than in the last war, es- 
pecially in executive positions, and will 
increase sharply as manpower mobiliza- 
tion gets under way. Past records indi- 
cate that the majority will voluntarily 
and gratefully shift back to domestic 
life, and corporations are under certain 
obligations to re-hire former men em- 


ployees, but the mark will have been 
made and discriminations in legal 
status that appear out of line with wo- 
men’s place in the war effort will very 
likely be eliminated or modified. Some- 
what suggestive of the new economic 
order for women are the demands of the 
Married Women’s Association in Brit- 
ain, such as for old-age pensions for 
housewives, pooling of family earnings 
to be equally owned, etc. 


Caution should be exercised lest de- 
sirable improvements be jeopardized by 
extremist demands for benefits and 
rights out of line with ability to assume 
responsibility, but this should not de- 
tract from the necessity to protect wives 
and families against the improvidence 
or spendthrift proclivities of the hus- 
band, either as to current earnings or 
inheritances. And some distinctions in 
the social security laws, health and un- 
employment compensation which have 
existed between women in factories and 
in homes may be due for an overhaul- 
ing. Lawyers, trust officers, and pro- 
bate judges can do good service in guid- 
ing the revision of property rights 
which will recognize dependency obli- 
gations and avoid injustices carried 
over from outmoded legal concepts. 
Modernization of such laws as intestacy 
statutes which leave only a share of 
“real property” to the widow, is neces- 
sary. Community property ideas are 
another field which would require re- 
appraisal and, with other requirements, 
would have a profound influence on the 
course of trust and estate business. 





EDITORIAL 


B. T. For Banks 


ITH new highs being made in 

turnover of bank personnel, and 
prospects of further shifts of exper- 
ienced staff members to military service 
or war industry, many banks are adopt- 
ing valuable new aids to employee educa- 
tion such as “expedited” training courses 
and operating manuals. More extensive 
use of American Institute of Banking 
instruction is proving of great assist- 
ance and a relief to hard-pressed execu- 
tives. Some thoughtful bankers and 
trustmen have prepared reading lists for 
old as well as new employees, according 
to their present or intended department 
of work. The day of haphazard, single- 
sided knowledge is past; privates as well 
as officers must have the rudiments, and 
this can be applied to business as well as 
military life. Even the die-hards who 
claimed that the only way to learn the 
trade was to work at it are realizing that 
pre-education in the fundamentals, rela- 
tionships and functions speeds up the 
process, and time is the big factor today. 


Is this to be a half-hearted, makeshift 
movement, or will the banking and trus- 
tee fraternity take a lesson from the 
Army and develop the basis of a true 
profession, by instituting BASIC 
TRAINING as a requisite to employment 
and officership? This is, of course, no 
time for building an elaborate system of 
financial education; on the contrary, it 
is a matter of “getting there fustest” 
with the leastest fuss. But since old em- 
ployees may have to learn entirely new 
techniques and procedures to step up in 
the ranks, and new employees are usu- 
ally in the rookie class, some recruit 
training will have to be done if public 
goodwill is to be kept, the business han- 
dled efficiently and in a time-saving man- 
ner, and costly mistakes avoided. In 
the trust department especially, extra 
precautions must be taken against build- 
ing up liabilities which, because they may 
not become effective for many years, may 
be overlooked in the present rush of 
keeping going. 


HE greatest saving can be effected 
by placing as much of the responsi- 


bility for training as possible on the 
trainee. This can be accomplished by 
using existing facilities of the A.I.B. or 
local colleges, giving him the proper read- 
ing matter and providing opportunity 
for apprenticeship periods. Past exper- 
ience shows the folly and costliness of 
failure to instill an understanding of the 
general functions of the modern banking 
or trust institution, so B.T. for banking 
requires a general course as well as a 
specific on the individual job. On the 
reading list, the new A.I.B. manual is 
basic, with texts such as Loring’s Trus- 
tees Handbook prerequisite to participa- 
tion in any trust employment. 

Specialized reading can follow both in 
textbooks and from magazine references, 
but to be applicable to current condi- 
tions must be supplemented by reading 
of the appropriate financial periodicals. 
These books and magazines can, in effect, 
save a great deal of time of busy execu- 
tives which would otherwise be taken 
in elementary instruction, in special func- 
tions and in new developments. A clear- 
cut, universal development of a B.T. 
course for banking and trusteeship would 
do more than anything else to raise the 
standards of the business and the pride 
of the people employed in it. It would 
give them a sense of greater usefulness 
and fitness, and reflect that increased 
respect on the part of customers, lawyers 
and other professional groups, politicians 
and the public generally. That would 
be no mean accomplishment. 


Insurance Presidents Cancel 
Convention 


The Association of Life Insurance Pres- 
idents has canceled its 36th annual conven- 
tion which had been scheduled for Decem- 
ber 10 and 11 in New York City, Vincent 
P. Whitsitt, Manager and General Counsel 
of the Association announced. Decision to 
cancel the convention was made in recogni- 
tion of the nation’s wartime transportation 
needs, Mr. Whitsitt said, and is in harmony 
with the policy, urged by Joseph B. East- 
man, Director of the Office of Defense 
Transportation, of discouraging gatherings 
which add to the travel burden. 
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Trust Division Activities 


Referring to the responsibility of trust 
institutions to carry on estate management 
for principals and trustees, many of whom 
are in war services, as well as for the well- 
being of those on the home front, Richard 
Stockton, in his annual report as president 
of the Trust Division, A.B.A., remarked 
the handicap of personnel losses from posi- 
tions requiring years of experience and 
specialized training. Mr. Stockton, vice- 
president of the Wachovia Bank & Trust 
Co. of Winston-Salem, cited the 8-page 
Trust Department Operating Manual pre- 
pared by the Division’s Committee on Oper- 
ations as a guide proving most helpful to 
increase efficiency and economy. Chief 
concern of the officers of the Division has 
been with “administrative and equitable 
aspects” of some of the pertinent tax pro- 
posals, particularly in restoration, as in 
the new Act, of the allowance for deduction 
of trustees’ fees paid by a beneficiary, also 
in presenting the case against Treasury 
proposal to valuate decedent estates at ori- 
ginal acquisition cost rather than date of 
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death or year after. Also of prime im- 
portance was the testimony to show the 
injustices and virtual destruction that 
would be caused to pension trusts by re- 
stricting present tax exemptions to em- 
ployee-benefit plans under Sec. 165 Int. Rey. 
Code; and by taxation of powers of ap- 
pointment whether exercised or not. 

Referring to a survey on war damage in- 
surance provided by the government, he 
noted that most of the larger fiduciaries 
throughout the country had taken it out 
on all property owned as trustee. 

Trustmen in several more states are pre- 
pared to sponsor legislation to enact the 
“prudent man” or “Massachusetts” rule of 
trust investment, as was done in Connec- 
ticut, assisted by the Committee, while the 
National Statement of Policies adopted to 
govern relations with the Bar has _ been 
commended by leaders of the legal profes- 
sion. 


0. 


Mississippi Valley Trust Established 
Common Fund 


On September 23, 1942, the board of di- 
rectors of the Mississippi Valley Trust 
Company of St. Louis authorized the cre- 
ation of a common trust fund. The plan 
confers broad powers upon the trustee but 
the bank is confining itself to what are 
legal investments under local practice. At 
present, it is buying 25% common stocks, 
15% preferred stock, 20% first mortgage 
corporation bonds, and approximately 40% 
government bonds. 


a () 


Determining Compensation for 
Trust Service 


The latest of Gilbert T. Stephenson’s 
Studies in Trust Business, issued as a sup- 
plement to the October Trust Bulletin, dis- 
cusses the factors that are taken into con- 
sideration in determining what is proper 
compensation for trust service. The factors 
are described under the heading of that one 
of the following groups which is thought 
to give it special consideration: (1) those 
who employ trust service; (2) beneficiaries; 
(3) attorneys for fiduciaries, beneficiaries 
and customers; (4) courts; and (5) trust 
institutions. 





CURRENT EVENTS 


The Democratic Process 


FRANKLIN B. KIRKBRIDE 


NCE more the peo- 

ple have spoken 

freely at the _ polls. 

Whether it be aspira- 

tion, discontent or just 

a restless desire for 

change, the electorate 

can be counted on to 

shift its viewpoint, 

wisely or unwisely, as 

new pressures develop, 

new opportunities loom large or ennui 

creates a restless urge for a new order 

of the day. Sooner or later the party in 
power suffers reverses. 

Magna Carta, the Declaration of Inde- 
pendence, the Bill of Rights, Woodrow 
Wilson’s fourteen points, the Churchill- 
Roosevelt four freedoms are all mile- 
stones along the way. We go forward 
by fits and starts, in recurring cycles, 
all different in their details. They are 
the result of forces and pressures that 
fashion the ups and downs of succeeding 
depression and prosperity, with the great 
war cycle the culmination of disturb- 
ances in the orderly process of develop- 
ment. The law of action and reaction 
is subject to the operation of counter 
currents, sometimes so many and so var- 
ied that the sources of the final, over-all 
resulting pattern are obscure. 

What is taking place in this repre- 
sentative democracy today is crystal 
clear in its implications. Many of our 
peoole are seldom aroused to action and 
when they do get round to casting bal- 
lots, are likely to register a protest 
against something they dislike, rather 
than in favor of constructive policies they 
approve. 

* * * 
WENTY years ago a new deal was 
long overdue, as the progressive 
members of both leading political parties 
knew well. The forces of reaction de- 
Served and got a trouncing which, com- 
ing on the heels of a terrible depression, 
carried the pendulum to the other ex- 
treme, obscured the fact that many of 


the plans, policies and achievements of 
those memorable early days of the first 
New Deal administration had been plan- 
ned, and some of them developed to the 
point of execution, by the preceding ad- 
ministration. Social legislation both in 
Great Britain and Scandinavia pointed 
the way for our lagging public conscience 
which relegated the economic royalists 
to a well deserved fate, which struck 
down abuses of privilege and opened 
doors of opportunity to countless thou- 
sands. Who today would go back to the 
philosophies of the nineteen-twenties, 
which exploited child labor, ignored se- 
curity for old age, established no mini- 
mum standard for labor, save the heart 
and back-breaking sweat shop, loaded 
the dice in countless human relationships 
of the market place. 


* * * 


ARQUIS Childs, in his “I Write 


from Washington” shows how the 
young and ardent New Dealers flocked 
into the capitol city. “They did not come 
in hickory shirts and jeans,” as in the 
days of Andrew Jackson, “but in tweeds 
and sartorial splendor. They were not 
an upheaval of the lower level, but a 
rather bewildered and_ well-meaning 
group who had leaped from ivory towers 
to sieze and mold this world closer to 
the heart’s desire. They meant well and 
they fumbled frightfully.” 

Through political power and the use of 
public money, through half-baked at- 
tempts to put into effect principles fun- 
damentally sound, the machine creaked 
and an altogether too rapidly expanding 
bureaucracy muddled its way along the 
path of progress. Let us all hope and 
pray that some day when the mopping up 
process gets under way it may not dis- 
close scandals as well as self-evident in- 
efficiencies and needless waste. 

Isolationism is a dead issue in the face 
of world-encircling war and the global 
thinking, planning and policing which 
will follow its successful ending. This 
is not a Democratic, Republican, Social- 
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ist party war. It is a mighty national 
effort in which a united people insist on 
the most efficient, all-out, hardest strik- 
ing, offensive that can be struck at gang- 
sters who would destroy all that we hold 


most dear. 
* * * 


HE social planners, who regard the 

results of the balloting as a success 
of the forces of reaction, are asleep at 
the switch. They do not realize a new 
generation has come into power, that 
new forces are at work, that a new view- 
point has been instilled into our people. 
The paramount issue of today is the 
successful waging of a people’s war. To 
do that successfully and quickly, ineffic- 
iency and waste, the creatures of a too 
rapidly expanding bureaucracy must go 
and must be replaced by the most effic- 
ient machine, both in and out of govern- 
ment, the fighting forces, on the produc- 
tion front, that an intelligent and re- 
sourceful people can devise. 

The result of the election is no party 
success. It is a peoples’ mandate for 
the relentless prosecution of the war. 
We, as a people, will submit gladly to war 
regimentation, to whatever action will 
help to bring world carnage to a close, 
that will hasten peace with victory. Our 
freedoms are our own, it is we who 
shall determine after the war is won, 
how to order our lives better than we 
have done in the past, so that our chil- 
dren may enjoy freedom of opportunity, 
unhampered by the self-imposed controls 
and restrictions to which we now sub- 
mit gladly for the sake of a future which 
we hope and believe may be free from 
the perils we face today. 
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That New Tax Bill 


At last the country has a tax bill with 
spikes inside and out, and with special ap- 
pliances, including rotating knives, suction 
valves and devices for removing and drying 
a hide in one process. 

Here is the super-dooper tax law, the 
extra special, the real trip over Niagara 
Falls in an electric washing machine. 

Our tax bills used to have entrance only 
via the mezzanine floors, but there are 
revolving doors on the lower levels in this 
one. You are eligible for the sizzling plat- 
ter if you make over $12 a week. And all 
the exemptions are down. 

Wives are away below losses by storm. 
And to get a break through children you 
have to have more than ex-Ambassador 
Kennedy. 

And the income tax carries a spare this 
time. This is a Victory Tax of 5 per cent 
on top of everything else. This is the first 
time the Government has introduced the 
Daily Double feature into taxation. 

It has the quality of bingo under Federal 
auspices, with Uncle Sam getting not only 
the jackpot but the door prize and the right 
to examine your pockets, coming and going. 

Jealous of those boys who make $100,000? 
Have a nice, mean chuckle: $67,803 is to 
be taken away in taxes. 

And business not only pays through the 
nose but is expected to double its nasal 
passages. 

But why squawk? If all you have to do 
is pay taxes, many a boy out there amid the 
barbed wire entanglements, the fox holes 
and the bombs might be willing to swap 
spots with you. 


H. I. Phillips, in the Sun Dial; N. Y. 
Sun, Oct. 24. 
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Pension Trust Business for Banks 


New Law Opens Door for Aggressive Institutions 


LAURENCE G. HANMER 
Consultant on Pension, Bonus and Profit Sharing Plans, New York City 


of 1942 is entitled “PENSION 
TRUSTS.” 


Time was when banks, who through 
their chartered fiduciary powers were 
operating as trustee, were particularly 
jealous of the word “trusts.” The mis- 
use of the word through indiscriminate 
application of it to mere agency agree- 
ments or custodian accounts, or its use 
to dignify but not control various time- 
payment schemes, was deemed detri- 
mental to public interest and belittling 
to the relationship characteristic of a 
solemn and purposeful trust undertak- 
ing. 

In recent years the guardians of the 
dignity of a trust relationship seem to 
have relaxed their efforts to maintain 
that as a meaningful thing, and few if 
any modern interpretations of the 
phrase “Pension Trusts” are significant 
of a relationship between the corporate 
trustee, the beneficiaries and the trus- 
tor which has the potentialities for use- 
ful service by the trustee or the justi- 
fication for compensatory trust fees 
which should be characteristic of a gen- 
uine “Pension Trust.” 


wal 164 of the Revenue Act 


Back in 1935 a special Committee of 
the Trust Division of the American 
Bankers Association gave thought to 


“Pension Trusts” as the greatest source 
of new trust business as yet untouched 
that was available and at fees offering 
profit opportunities far beyond the aver- 
age of the older and more conventional 
undertakings. While several hundred 
pension undertakings have since been 
formalized and made operative through- 
out industry, necessitating the conser- 
vation from corporate earnings of hun- 
dreds of millions of trusteeable funds, 
so little of this money has been allocated 
to corporate trustees as to make such 
action the exception to the rule. 


Smoke-Screen for Tax Schemes 


N 1935, and prior to that, pension un- 

dertakings had their motivation in the 
super-salesmanship of trained represen- 
tatives of a few of the largest insurance 
companies. Favorable reaction to this 
salesmanship was on grounds of humani- 
tarianism or social consciousness of a 
high order which Management has at 
long last begun to evidence in the mat- 
ter of employment relations. During the 
last seven years, however, during which 
more such undertakings have been en- 
tered into than ever before, the tax as- 
pect has had more and more influence 
until in the last two years the so-called 
“Pension Trust” became but a smoke- 
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screen behind which a multitude of tax- 
evasion schemes flourished in fine dis- 
regard of the humanitarian or socially 
desirable objective which we like to think 
should prevail. While it appears that 
corporate trustees have been no less pas- 
sive and indifferent to this recent trend 
than they have always been to the legit- 
imate Pension Trust, they have “en- 
joyed” much attention from the propon- 
ents of these schemes as a necessary 
vehicle through which the undertaking 
could be given the semblance of legiti- 
macy. 

It is difficult in an article of this kind, 
the purpose of which is to awaken the 
interest of the highest type of corporate 
trustee in the highest type of Pension 
Trusteeship as it might prove a neces- 
sary service to the highest type of cor- 
porate client of the bank, to draw a sharp 
line between what is right and what is 
wrong. Substantial tax advantages ac- 
crue to the client who establishes a legit- 
imate trust as a natural by-product and 
as an inevitable supplement to the social 
and economic advantages to accrue from 
an orderly attempt by industry thus. to 
assure favorable employment relations 
within the organization and favorable 
public relations in the community in 
which it has its being or which it serves. 
But so widespread has been the quest 
for a medium through which to achieve 
abnormal tax benefits as an un-natural 
advantage from an un-social plan that 
the tax-law itself had to be amended to 
put a brake on these wide-spread abuses. 
These amendments are now in effect. 
While no one can accurately predict just 
what the result will be, the obvious pre- 
sumption is that “phoney” trusts which 
thus far have represented the “cream” 
of the Pension Trust business of the 
banks will diminish. 


Changes Made 


NDER Section 165 of the amended 

law, a pension trust, if falling 
within the scope of the definition of 
“exclusive benefit” of employees is not 
of itself taxable as to income. The ex- 
emption is gained if the plan is com- 
prehensive as to the employees as against 
being discretionary as to a selected non- 
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representative group of them (by broad 
definition being described as “70% or 
more of all employees”*), and if the 
benefits are not “discriminatory in favor 
of officers, shareholders—or other highly 
compensated employees.” 

Within the specific language of Sec- 
tion 165, it thus appears that such a 
trust, if it be truly comprehensive as to 
the people named as beneficiaries, and if 
it be not discriminatory as to the bene- 
ficial interest of a chosen few is, as a 
trust, exempt from taxation. That, in 
itself, has little or no stimulating effect 
upon an employer to prompt him to in- 
stitute a “Pension Plan” for his em- 
ployees. However, Section 23 (p) (re- 
lating to deduction for amounts paid by 
employers to Pension Trusts) is also 
amended to exclude the right to deduct 
such amounts unless, before December 
31, 1943, the trust to which they are 
paid conforms with the amended defini- 
tion of a tax-free trust as set forth in 
Section 165. 


Section 23 (p) has been further 
amended so as to render employer-money 
paid to such trusts non-deductible, even 
if the plan be made comprehensive, if 
too much of it is concentrated in favor 
of a few people, or if “abnormal” pay- 
ments are made to the trust in any one 
year so that the amount of that year’s 
payment exceeds 5% (or other approved 
percent) of the normal earnings of the 
covered employees. 

The change as to deductibility of sums 
paid to cover past service is discussed 
below. 


Amendments Desirable 


DMITTEDLY, the banks have not 

been active in the promotion of Pen- 
sion Trust business—merely passive re- 
cipients of it when and as the interest 
of some insurance agent, tax specialist 
or acquisitive client was being served 
thereby. Hence it is evident that the 


*If only 70% are eligible, 80% of them must 
avail themselves of the plan. In determining the 
number of employees, those who have been em- 
ployed less than a stated period (not exceeding 
five years) and those whose customary employ- 
ment is for not more than 20 hours in any one 
week or not more than five months in any calen- 
dar year, are excluded. 





NEW BUSINESS 


teeth in the present amendments of the 
tax law were not inserted to damage the 
banks but to render these “phoney” 
trusts unprofitable as  tax-avoidance 
schemes. 

Those who have been close to the de- 
velopment of these amendments have 
nothing but the highest praise for those 
Federal officials who were charged with 
the task of inserting those teeth. It was 
a tough and highly technical job so to 
amend the law that it would leave the 
way open for ‘the establishment of a 
legitimate and genuine employee trust 
and close it to the “phoney” one. The 
writer thinks they have done an excel- 
lent job. 

Washington swarmed with insurance 
men and representatives of insurance 
men who found the “Pension Trust” a 
golden road to bigger and better com- 
missions, and these people had their day 
in court in which to protect their self- 
interest, and not without some advan- 
tage. It is ironic in a way that it was 
the insurance fraternity who found their 
toes being stepped on in a matter involv- 
ing the tax-status of a “trust.” Respon- 
sible trust men or representatives of 
first-class trust companies were notable 
for their absence from and disinterest 
in those hearings. 


Discrimination Against Banks 


T is hard to understand, except by 

acceptance of the theory of passivity 
and general indifference on the part of 
trustmen, and the activity and self-in- 
terest of insurance men, why the old 
law was discriminatory in favor of in- 
surance companies as “trustees” vs. cor- 
porate trustees in the taxability of funds 
allocated to even the legitimate pension 
plan. It created a situation wherein the 
insurance company had a practical mon- 
opoly, presumably achieved without a 
peep of objection from the banks thus 
rudely shoved out of the field, the poten- 
tialities of which had never even been 
explored by those who should have culti- 
vated it. 

Specifically, the old law provided that 
a corporation embarking on a new pen- 
sion plan, and finding itself (as is al- 
ways the case) in arrears to the “fund” 
on account of “past service” in substan- 
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tial amount technically known as “ac- 
crued liability,’* could deposit as a 
“premium” to an insurance company all 
or any part of that arrearage in any year 
and claim the entire amount deposited 
as a proper item of operating expense 
(and hence non-taxable) in the year of 
the deposit. Even in the case of an 
organization employing only 500 people, 
this initial “deductible” item would be 
about half a million dollars, and in the 
light of present corporate tax-rates such 
a deposit in a year of substantial earn- 
ings has a net tax advantage of some- 
thing like $350,000. It represents a 
“cost” to the corporation, not of $500,000, 
but of only $150,000 - - $150,000 of cor- 
porate funds thus discharging a $500,- 


*The Accrued liability in the average case is a 
single sum approximating 50% of a full year’s 
pay-roll. It thus amounts to about $1,000 per 
capita of the employees or about FIVE MILLION 
DOLLARS in the instance of an organization 
having a total of 5,000 employees—this item 
amounts to $60,000,000 in one of several instances 
we know of. 


MHWL; Yy 


6p planning will give trust 
promotion a major part of 
your bank’s 1943 advertising appro- 
priation, to make the most of an 


unprecedented opportunity to get 
trust business. 


Wise planning — based on many 
years of experience—makes Purse 
advertising unusually effective. 


Write today for full details. 


The PURSE Company 


Chattanooga, Tennessee 
Headquarters for Trust Advertising 





476 


000 obligation and actually making 
$500,000 available in benefits to the em- 
ployees with substantial advantage to 
the corporation in the employee-satis- 
faction thus achieved. 

It is no purpose of this article to draw 
comparisons between trust company ad- 
ministration of funds and insurance 
company administration beyond an at- 
tempt to awaken the trust company to 
what it lost by being passive while a law 
was drafted which made the item deduct- 
ible if it were paid to an Insurance Com- 
pany as trustee and only one tenth de- 
ductible if it were paid into a legitimate 
trust. Of course the corporate client 
wouldn’t even bother to consider his 
bank as trustee under those conditions, 
and the insurance agent had a hey-day. 


“Guarantee” Subject to Revision 


OW, in round numbers such an item 
of $500,000, if paid as a “premium” 
on account of the corporation’s accrued 
liability, would be accepted as a net de- 
posit of $460,000, the $40,000 difference 
being deducted at once as “loading” by 


the insurance company. The remainder 
then appreciates at a certain “guaran- 
teed” interest rate (now 2% but pre- 
viously 24%4% or 3% as might have ap- 
plied at the date of the deal) which 
“guarantee” was for a five-year period 
only, and subject to revision at any 
time or times as the insurance company 
desired thereafter. 

All other details of the contract as to 
the amount deliverable to beneficiaries, 
etc., are similarly subject to change by 
the insurance company at will after the 
first five years. The “contract” or “pol- 
icy” thus more closely approaches an 
agency agreement or custodian account 
than the much-touted “guaranteed con- 
tract” with which trust companies al- 
ways felt they could not compete. 

Over the intervening period between 
the receipt of $500,000 as an initial prem- 
ium and the delivery of the proceeds to 
the ultimate beneficiaries, indeterminate 
amounts accrue to the insurance company 
for its “services.” It is a safe estimate 
that $100,000 will so accrue in respect 
of that one item and at least a like 
amount in respect of the annual addi- 
tional “premiums” payable over the next 
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20 years. On that rough basis, a 500 
man employment situation is worth 
about $200,000 in retention or “loading” 
to an insurance company. 


If such a case were handled by a trust 
company the trust fees would not ap- 
proach that amount. On any normal 
scale they would not exceed one quarter 
of it, but there is no normal scale—this 
is a field in which the fee scale is not 
established by precedent and such an 
account could easily be “worth” $100,000 
to the trust company. 


Parity Established 


LL this leads up to the fact that the 

tax law has now been amended so 
as to establish parity between the cor- 
porate trustee and the insurance com- 
pany. Sums hereafter paid as “pre- 
miums” to an insurance company under 
such pension contracts are no more de- 
ductible than like sums paid to a corpor- 
ate trustee to the same ends, i.e. for 
employee-benefit. 


Furthermore, Management is worried 
by the chaotic economic scheme of today 
and as it appears for the future, and is 
more resistant to the idea of contracting 
to pay “premiums” year after year in 
good times or bad with high penalty 
clauses in the contract, as against the 
idea of proposing in good faith to make 
cash allocations of the same aggregate 
amount over a long period but at prac- 
tical intervals and in amounts consistent 
with the vicissitudes of the business. 
Trust companies alone have the mechan- 
ism by which this latter, and now vital, 
advantage may be attained. 


Most of the “heat” that was put on in 
the matter of so amending the law as 
to make it favor a sound pension under- 
taking and prohibit an unsound one, and 
which radiates from the language of the 
law as now drawn, has nothing to do 
with this Trust Company vs. Insurance 
Company competitive advantage. It was 
practically all directed at the problem 
of broadening the base of such plans so 
that they served the economic needs of 
all survivors of a given employment sit- 
uation, great and small, and so that they 
might not as heretofore “discriminate” 
in favor of “big” people high in the 
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councils of the corporation and who 
might through that mechanism achieve 
“unreasonable” and non-taxable income. 

This very broadening of the base 
makes it even more vital to the interest 
both of the trustor and the beneficiaries 
to have available for the long-term 
undertaking involved such mechanism as 
the trust companies (if they themselves 
appreciate its value) could offer at this 
time. 

The Open Door 


HE law as now amended is replete 

with involved language and is o 
course difficult of literal translation as 
it definitely applies to specific cases, but 
there is one clause in it which should 
give a wide-awake trust new-business 
man a thrill. It states, as I understand 
it, something like this: 


Plans existent before September 1, 
1942, which under the amended law 
would be ruled out (as to tax deductibil- 
ity) because of not including a signifi- 
cant proportion of the employees, will, 
if broadened in their scope before Decem- 
ber 31, 1943, be deemed to have been 
“legitimate” for the taxable year ending 
on that date—otherwise—! 


The majority if not all of these ques- 
tionable plans involve trust companies 
in one capacity or another and trust- 
men have plenty of reason and a good 
business excuse to become parties to 
the necessary re-negotiation. Properly 
coached they might come back from such 
negotiations with some really worth- 
while accounts — accounts that their 
banks can take some pride in, and from 
which they may properly profit. The 
day of the bank’s service being a mere 
smoke-screen has passed. 

It is a tough job at this late date for 
the really good banks to satisfy them- 
selves that their Trust Department staff 
has the specialized knowledge it needs to 
handle a case of this kind intelligently. 
It is made particularly tough because 
hundreds of insurance men who have 
transgressed are thus put on the de- 
fensive to pull their chestnuts out of the 
fire. 

The door is wide open—who among 
the trust men has the courage to work 
his way in? 


21st Issue of the Montgomery 
FEDERAL TAX BOOKS 


~ MEMO TO 


Trust Officers, Estate Attorneys, 
Tax Accountants, Property Owners: 


ORDER NOW, for early delivery, 
Montgomery’s new 


Federal Taxes on 
Estates, Trusts, 
and Gifts 1942-43 


The complete, outstanding treatment 
of taxes in this field; covers, as in 
previous issues, application of federal 
estate tax and gift tax, and features 
of income tax peculiar to estates and 
trusts; unique tax-planning guidance 
under the new law. 


Prepared by one of 
America’s tax authorities 


ROBERT H. 
MONTGOMERY 


Counsellor-at-Law; C.P.A. 


—with a staff of Legal and 
Accounting Specialists 


Brings down to date devclop- 

ments resulting from 1942 

Revenue Act, and from rul- 

ings and decisions of past 

year incident to tax admin- 

istration and court review of 

contested cases — all inter- 

preted into plain, ready-to- 

use statements of advice and 

procedure. Gives year-round 

basis of inclusive, 

long-range counsel 

New This Year: in handling prop- 
erty and planning 

—Montgomery’s FEDER- its distribution. 
AL TAXES ON CORPO- Rooted in experi- 
RATIONS 1942-43, deal- ence of an organ- 
ing with Gross Income ization of lawyers 
and Deductions and with and professional 
Tax Determination and accountants who 
Returns. Two-book unit, deal constantly 


price $15.00 with tax questions. 


$7.50 


T° receive book promptly on issue, 

order now your copy of Montgom- 
ery’s FEDERAL TAXES ON ESTATES, 
TRUSTS, AND GIFTS 1942-43. Ad- 
dress Dept. M687, 


THE RONALD PRESS COMPANY 
15E.26thSt. PUBLISHERS New York 
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‘The War 


Calls For Prompt Action On Your Will 


Whether you expect to leave $5000 or $500,000 to your family, you 
need an up-to-date will—one which fits your situation in a world at war. 
This means either: (1) a new will, or (2) an old will carefully checked 
with experienced advisers, clause by clause, since Pearl Harbor. 


Why? Here are several practical reasons: 


The war upsets family life. When a relative 
enters the armed forces, for example, or 
undertakes other war activities, the financial 
needs of certain beneficiaries may change 
drastically—and overnight. A recent birth, 
death, or marriage may also require revision 
in your will. It should conform to your 
present family obligations. 


The war upsets business and professional 
life. Your earnings and gross estate may 
both be larger today than a year or so ago. 
Or they may be smaller. In either case your 
net estate, after taxes, may be much less. Be- 
quests in an old will, based upon peacetime 
conditions, may already require speedy re- 
consideration. 


The war upsets living costs, net return 
from investments, all kinds of tax calcu- 
lations. Provision for your family’s ordinary 
expenses and possible financial emergencies 
should be based upon current facts. And, 
looking ahead, it is prudent to allow con- 
siderable leeway in estimating the future 
financial requirements of preferred heirs. 


The war upsets many arrangements to 
settle an estate. The executor named in 
your will is responsible for settling your 
estate under the terms you specify. Suppose 
you choose a relative or friend as executor. 


Because of the war, will he be available or 
willing to act when the time comes? Will he 
be too busy with his own affairs to give 
adequate attention to all the complicated 
tasks he must perform? Will he be an ama- 
teur at the job—learning his work at the 
expense of your estate? 


Appointing a trust company as executor 
is a time-tested plan, one rapidly grow- 
ing in popularity. Each of the trust com- 
panies in Rochester is experienced in settling 
estates—large and small; is impartia/ in 
carrying out the terms of the will; is always 
available during business hours at a conven- 
ient location; is financially responsible, as 
shown by its published statement of condi- 
tion; is equipped with businesslike bookkeep- 
ing, tax accounting and clerical facilities. The 
executor’s fee is fixed by law and is the same, 
whether you appoint an individual or a trust 
company. Economies resulting from long 
knowledge of procedure sometimes amount 
to more than the small fee charged. 


* - + 


Where can you obtain experienced advice 
on making a will or revising an old one? 
The trust companies of Rochester do not 
draw wills. That is a legal matter, a task for 
your attorney. Any trust officer in any of 
the companies listed below, however, stands 


ready to discuss the business and adminis- 
trative phases of your estate program with 
you at any time. This discussion will be in 
confidence and will cost you nothing. And 
remember, our offer applies whether you are 
worth a few thousand dollars—or millions. 


For your estate—regardless of its size—you 
need an up-to-date will. Why not benefit 
from wide experience and plan your affairs 
—without delay—in a way that will bring 
the greatest possible protection and financial 
security to your family? Come in any time. 





....and What Action 
Is Needed Under Your Will? 


Ask for this Statement 


The executor named in your will 
must take many steps—some tech- 
nical, others quite complicated—in 
settling your estate. 


Be sure to get an accurate idea of 
the work to be done. Then you are 
in a better position to select the ex- 
ecutor you want for the task. 


Upon request, any trust company in 
Rochester will send you a statement 
giving a partial list of an executor’s 
duties. Write or call for a copy. 
The extent of these duties may sur- 
prise you. 





The Trust Companies of Rochester, New York 


CENTRAL TRUST COMPANY 


25 Main Street East (Main Office) 


GENESEE VALLEY TRUST COMPANY 


45 Exchange Street (Main Office) 


LINCOLN-ALLIANCE BANK & TRUST CO. 


183 Main Street East (Main Office) 


ROCHESTER TRUST & SAFE DEPOSIT CO. 


5 Main Street West (Main Office) 


SECURITY TRUST COMPANY 


103 Main Street East 


UNION TRUST COMPANY 


19 Main Street West (Main Office) 


Copyright. 1942 


The above advertisement was published in Rochester 


papers on behalf of all the local trust companies. The 
story on this interesting development in trust adver- 
tising appears on the opposite page. 
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The Trust Companies of Rochester 


present 


A “UNITED CAMPAIGN” OF ADVERTISING 


O advise their townsmen of the im- 

portant effects of war on their es- 
tates and their families’ security, a series 
of advertisements was inaugurated in 
‘October by all six of the trust institu- 
tions of Rochester, signing jointly. This 
marks a most timely and effective step, 
in the direction of broadening the public 
understanding—and therefore the mar- 
ket—of fiduciary service. Knowing the 
many changes necessitated by war, and 
‘the need of more people for expert cor- 
porate management of estates, on one 
side, and the desirability of increasing 
the volume of profitable executorship 
‘business on the other, they have under- 
taken a cooperative advertising series 
‘which, from the first samples, promises 
to do more than any individual effort 
could hope to, in showing practically the 
entire reading public of Rochester how 
intimately their property affairs are 
affected by war, and how their best-in- 
tentioned plans may be upset by an obso- 
lete will—viz. one drawn before Pearl 
Harbor. A major purpose is also indi- 
cated by the first line of text “Whether 
you expect to leave $5,000 or $500,000—” 
in correcting the general impression that 
estate service is For The Wealthy Only. 


Trustee functions are not emphasized 
in this series, the thought being that 
contacts can be more widely and easily 
made through the will approach in view 
of the immediate changes that are made 
necessary by events of common knowl- 
edge. Highlights of these effects on 
personal estate plans are simply and 
effectively presented in the text of the 
first advertisement (see facing page) 
and provide a timely means of introduc- 
tion to both lawyer and trust company. 
Opportunity for estate planning, and 
therefore consideration of special re- 
quirements for trusts or agencies, logic- 
ally follows. 

As professional fiduciaries by force of 


circumstance move into broader fields to 
make up for the diminution of large 
estates, and democratize their appeal, 
many old shibboleths must be discarded 
and individual efforts must give way to 
work for the common interest. The co- 
operative advertising campaign, of which 
this is the most recent and significant, is 
probably by far the most effective and 
reasonable way of doing the primary job 
of education. It may well set the pace 
for similar efforts in every city on the 
continent, for it has the additional 
beauty of substituting for the usual com- 
mercial tone of the individual advertiser, 
an informative tone backed by the group 
judgment to which corporate fiduciaries 
themselves have long attached great 
importance. 

With a good educational foundation, 
each institution is in better position to 
tell its own story and feature special 
services as it chooses, confident that the 
five-column newspaper spread of the “un- 
derlying” ads have captured popular at- 
tention and provided a timely introduc- 
tion. 

Used in the Sunday edition of the 
morning newspaper and in the evening 
paper on weekdays, as well as in mediums 
circulating among business and profes- 
sional interests (such as “Rochester 
Commerce”), it would seem suitable as 
reprint for distribution to directors and 
officers. The Rochester trust companies 
did not mail reprints to their respective 
prospect lists because of the likelihood 
of considerable duplication. 

The second advertisement, entitled 


You Should Answer, At Once, These 
TWO QUESTIONS 


is prefaced by a salutation: “If you 
own stocks, bonds, or other property— 
regardless of the amount—” which is 
again keyed to disabusing people of the 
general impression that only large es- 
tates are acceptable to professional exec- 
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utors. The third in the series, entitled 
“The Public Speaks—and Tells What it 
Wants,” is to appear in a few weeks, and 
is based on results of a survey of public 
opinion on qualifications of executors 
conducted by Edwin Bird Wilson, Inc., 
of New York City, who prepared the 
campaign. The contact is made through 
offer, in each case, of a “statement” on 
request—giving a partial list of execu- 
tor’s duties: enough to faze all but the 
most obstinate and optimistic amateurs. 


The cost for such commanding space— 
13 inch, five-column spread—would be 
prohibitive unless divided among six 
companies, but by prorating charges, in 
accord with the bank and trust assets of 
each, it is made exceptionally reasonable. 
It takes a load off the individual budget 
in giving a more complete picture than 
would otherwise be possible, yet keeping 
the name in front of every reader. 

Rochester trust companies’ first coop- 
erative venture—joint publication of a 
complete issue of Rochester Commerce 
in March 1941—had a most favorable 
reception, and the present campaign 
marks these trust institutions as among 
the pioneers of a new era in financial 
advertising. The fine work done pre- 
viously by the Washington, D. C., fiduc- 
iaries and the Trust Companies Associa- 
tion of Toronto* now has a most worthy 
compatriot and we wish these companies 
the great success their mutuality of 
effort richly merits. 

*Reported in December 1935 and July 

1932 issues of Trust Companies maga- 
zine, 





Trust facilities in 
keeping with the 
standing of Virginia’s 
largest and Richmond’s 
oldest bank. 


First AND MERCHANTS 
National Bank of Richmond 


Member Federal Deposit Insurance Corporation 
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“Praise the Lord—and Pass 
the Ammunition” 


A good full-flavor banking advertise- 
ment, keyed to the times and with a 
message worth repeating, is that of the 
PHILADELPHIA NATIONAL BANK, 
concisely phrased under the above title, 
the text of which reads: 


“This phrase is the title of the currently 
popular war song which has captured the 
imagination of the American people and 
which, we believe, aptly expresses the point 
of view of the average citizen today, 
whether in the combat forces, war indus- 
tries or civilian life. ; 

“The Philadelphia National will continue 
to ‘pass the ammunition,’ as it has in the 
past, by its purchases of Government bonds 
and its loans to war industries—both large 
and small—so that production will not cease 
until the war is won.” 


EVAN RANDOLPH, 
President. 


a 
Trust Earnings of National Banks 


Trust department earnings of national 
banks for the six-months period ending 
June 30, 1942, amounted to $15,096,000, as 
compared with $15,235,000 in the corre- 
sponding period of 1941. 

Gross operating earnings of these banks 
showed a gain from $446,750,000 for the 
first six months of 1941 to $470,833,000 for 
1942’s first half, with interest and dividends 
on bonds and securities accounting almost 
entirely for the gain. However, net operat- 
ing earnings declined from $137,973,000 to 
$136,657,000. 

——_—--———0 


Win Ad Awards 


Detroit Trust Company and Bankers 
Trust Company of Detroit were recently 
given awards for outstanding wartime di- 
rect mail campaigns by the Direct Mail 
Advertising Association. Detroit Trust 
Company also won the House Organ 
Plaque. 

ee 

Jackson S. Hutto has been appointed New 
York Superintendent of Banks to succeed 
William R. White. Mr. Hutto has been 
deputy superintendent and counsel to the 
department. His appointment to the 
$12,000 post is effective until the end of 
Governor Lehman’s term December 31, 1942. 
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Trust New Business Column 


T is interesting to note the develop- 

ment of war themes in trust adver- 
tising. Four variations appear in as 
many pieces of copy which have recently 
come to this desk. 


One, published by the California Bank 
of Los Angeles in behalf of its affiliate 
California Trust Company, is headed 
“We are met on a great battlefield .. .” 
Illustrated with a “shot” of the Lincoln 
Memorial, the ad stresses the trust com- 
pany’s facilities for management of the 
property and investments of those whose 
war-time duties make it impossible for 
them to care for these matters personally. 


The second is a folder put out by the 
State-Planters Bank & Trust Company 
of Richmond. The cover shows a war- 
ship being attacked by planes, the title 
reading “Impregnable Yesterday — Vul- 
nerable Today.” The text brings out the 
analogy between the vulnerability of sur- 
face craft to the new air warfare, and 
the vulnerability of an estate plan which 
has not been reoriented to meet the new 
“attacks” of taxation, unavailability of 
a named executor and other factors. 


The third of the ads represents the 
Chemical Bank & Trust Company. It 
emphasizes the importance of continuity 
of service in time of war, and makes a 
bid for present business as well as future 
estates through the following language: 
“If your prospective executors or trus- 
tees or present financial advisers have 
left or are likely to be absent on war 
duties, our Trust Department can offer 
you many advantages—among them Con- 
tinuity of Service.” 


The fourth takes us back to Los An- 
geles where the Union Bank & Trust 
Company recently ran copy headed “A 
Soldier’s Will . . . and Yours.” First 
gaining interest by a brief paragraph on 
the use and limitations of oral wills for 
members of the armed forces, the copy 
goes on to point out the uncertainty of 
civilian life also, and urges civilians and 
service people to see their attorneys 
a the preparation or revision of 
wills. 


OFFICIAL PAMPHLET ADOPTED 


"TIXNHE Deposit Guaranty Bank and 

Trust Co. of Jackson, Miss., has just 
sent us a copy of its recently released 
“Official Pamphlet of the Trust Depart- 
ment. As pointed out in these columns 
before, the idea of an official pamphlet 
is to explain the services of a trust de- 
partment, its policies and charges, so 
that present and prospective customers 
may have some “official” notion of trust 
service. 


The Deposit Guaranty thus becomes 
the first institution in Mississippi to 
issue an official pamphlet. Already it has 
received favorable comment from all 
parts of the State. In its preparation 
the Bank received the assistance of Gil- 
bert Stephenson who has pioneered in the 
development of this commendable public 
relations medium. Although only as re- 
cently as last month we wrote of the 
official pamphlet, we won’t want to miss 
this occasion again to urge its more 
widespread adoption. 


ADVERTISING TO LAWYERS 


-T looks as if the LaSalle National Bank 
of Chicago has hit upon a “natural” 
for regular and profitable contact with 
attorneys. Writing in the October issue 
of the F.A.A. Bulletin, vice president and 
trust officer Joseph G. Porter (known to 
our readers for his past contributions to 
Trusts and Estates) describes the use of 
a series of circulars signed to remind 
lawyers of the things which his trust 
department can do for them and their 
clients. 


Experience with the new medium has 
already indicated that the circulars im- 
press the attorneys, and a number of 
pieces of new business have been traced 
directly to this material. Mr. Porter 
generously offers to send samples to 
trustmen requesting them. 


R. R. Law has been appointed State Bank 
Commissioner for Oklahoma, being pro- 
moted from assistant bank commissioner. 
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Prepares Wills for Service Men 


The Public Trust Office of New Zea- 
land continues to visit military camps 
and air force stations to assist service- 
men in preparing a large number of 
wills in which the Public Trustee is 
named executor. The annual report of 
the Public Trustee, W. G. Baird, shows 
a profit of £17,024 for the year ended 
March 31, 1942, and reveals its activi- 
ties as follows: 


1. During the year 3,549 estates and 
funds, of a total value of £6,514,988, were 
accepted for administration, as compared 
with 3,273, of a value of £6,964,179, in the 
previous year. 

2. The administration of 2,951 estates 
was completed during the year. 

3. At the close of the year the total 
number of estates and funds remaining un- 
der administration was 20,455, of an aggre- 
gate value of £64,685,685, as against 19,821 
value at £64,436,092. 

4. In the past year 10,955 new wills ap- 
pointing the Public Trustee executor were 
placed on deposit compared with the figure 
for the previous year—9,789. 

5. At the end of the year 113,213 wills 
were on deposit with the Public Trustee, 
this being 8,134 greater than the number 
held at the beginning of the year. 

6. To provide for alterations desired by 
testators, 4,896 wills were redrafted in the 
course of the year, against 4,653 in the pre- 
vious year. 
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New Life Insurance 


New paid-for life insurance for Septem- 
ber showed a decrease of 24.6 per cent as 
against September of last year, according 
to The Association of Life Insurance Pres- 
idents. The amount for the first nine 
months of this year was 8/10 of 1 per cent 
greater than for the corresponding period 
of 1941. 

Ordinary insurance declined 4.5% over 
the corresponding period of 1941; indus- 
trial insurance dropped 8.1%; but group 
insurance jumped 57.3%. 

The report aggregates the new paid-for 
business—not including revivals, increases 
or dividend additions—of 39 United States 
companies having 81 per cent of the total 
life insurance outstanding in all United 
States legal reserve companies. 


O- 


Albig to Retire 


W. Espey Albig, deputy manager of the 
American Bankers- Association in charge 
of its Savings Division, will retire at the 
end of 1942, having reached the age pre- 
scribed by the retirement system. 

Mr. Albig joined the American Bankers 
Association as deputy manager and secre- 
tary of its Savings Division in 1924. 


ee 


Dr. Simeon E. Leland has been appointed 
chairman of the board of the Federal Re- 
serve Bank of Chicago. Dr. Leland is head 
of the Department of Economics at the Uni- 
versity of Chicago. 
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TAXES ON POWERS OF APPOINTMENT 


Analysis of New Federal Revenue Act Provisions 


MARION N. FISHER 
Member of the New York Bar 


HE recommendations of the 
Treasury Department early in 

the year that property subject to 
certain powers of appointment be 
included in the taxable estates of 
decedents possessing such powers 
and that releases of such powers be 
treated as transfers by gift of the 
property subject to such powers! 
have become part of the Revenue 
Act of 1942. The new provisions are 
found in Section 403 of the 1942 Act 
which amends Section 811(f) of the 
Internal Revenue Code (Estate Tax- 
es), and Section 452 of the 1942 Act 
which amends Section 1,000 of the 
Internal Revenue Code (Gift Taxes). 
Prior to the 1942 Act, no tax was im- 
posed on property subject to an unexer- 
cised general power or property subject 
to a limited power whether exercised or 
not. Such had been the state of the law 
until the recommendations of the Treas- 
ury were made this year, except for oc- 
casional litigation as to whether or not 
certain exercised powers were general 


1. Trusts and Estates, June 1942, p. 619, article 
by Rollin Browne. 


or limited and except for ideas ex- 
pressed by writers.” In no instance have 
the courts sustained a gift tax upon the 
release of a power of appointment.® 
Notwithstanding the state of the law 
prior to the current legislation the 
Treasury opposed any period of grace 
within which persons possessed of pow- 
ers of appointment might relinquish 
them without risk of a burdensome, and 
perhaps ruinous, gift tax and without 
the charge of making transfers in con- 
templation of death. When the Senate 
version of the tax bill was reported out 
of the Finance Committee, seemingly 
granting the right to release without 
fear of tax until the end of the year, the 
report contained the disturbing sen- 
tence, “The future applicability of the 


2. Randolph E. Paul, “Federal Estate and Gift 
Taxation,” Vol. 1, p. 477 et seq. (1942); 
E. N. Griswold, ‘“‘Powers of Appointment and 
the Federal Estate Tax’”’ (1939), 52 Harvard 
Law Review 929, 954-5. Apparently the intel- 
lectual fathers of the Treasury recommenda- 
tions this year were Mr. Paul and Professor 
Griswold, who were among those in charge of 
the Treasury’s recommendations for 1942 leg- 
islation. 

3. Commissioner v. Solomon, 124 F. (2d) 86 
(1941) (C. C. A. 3); Clark v. Commissioner, 
47 B.T.A. No. 117 (1942). 
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amendments made by this section, and 
the limitations upon the amendments 
made by Section 403, however, should 
not be construed as a limitation upon 
the application of the existing gift tax 
law with respect to the exercise or re- 
lease of a power of appointment.’”* As 
finally passed, the bill provided a locus 
penitentiae, although somewhat restrict- 
ed, for those who desire to flee the 
wrath to come. In the main, however, 
the purpose of adding to the Revenue 
Code a revolutionary concept has pre- 
vailed. 


Apparently the new amendments were 
intended to apply only to donated pow- 
ers as distinguished from reserved pow- 
ers. While the language of the amend- 
ménts taken alone does not so indicate, 
the report of the Conference Committee 
does.®5 Moreover, the existing estate tax 
law covers in broad terms powers re- 
tained by a grantor who transfers prop- 
erty in trust. It would seem to be es- 
tablished under the existing gift tax 
law that a transfer is incomplete and no 
tax results where a grantor retains sub- 
stantial power over property trans- 
ferred in trust;7 and that a completed 
taxable transfer occurs when such re- 
tained power is released by the grant- 
or.8 


The Estate Tax Amendments 


S affecting the taxability of prop- 

erty subject to powers of appoint- 
ment, the general rule is that the tax is 
imposed where the decedent dies pos- 
sessed of a power of appointment, or 
has at any time exercised or released a 
power of appointment in contemplation 
of death or has at any time exercised or 
released a power of appointment by a 
disposition intended to take effect in 
possession or enjoyment at or after. his 
death or by a disposition under which 
he has retained certain described in- 
terests in the power for a period not as- 


4. Report No. 1361, Committee on Finance, p. 


243. 
5. Conference Report No. 2586, p. 71. 
. I. R. C. See. 811(d). 
. Hesslein v. Hoey, 91 F. (2d) 954 (C.C.A. 1). 
. Sanford Estate v. Commissioner, 308 U. S. 
39. 
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certainable without reference to his 
death or a period which does not in fact 
end before his death. 

To the general rule, there are certain 
exceptions cast in the form of a defini- 
tion of a “power of appointment.” A 
power of appointment is said to mean 
“any power to appoint’? exercisable by 
the decedent either alone or in conjunc- 
tion with any person, except: 


(1) <A power to appoint only to the 
spouse of the decedent, spouse of the 
creator of the power, descendants of the 
decedent or of his spouse, descendants 
of the creator of the power or of his 
spouse, spouses of such descendants, re- 
ligious, charitable, scientific, literary or 
educational organizations. Descendants 
include adopted and_ illegitimate de- 
scendants, and spouses include divorced 
spouses. Descendants of the grantor of 
the power for obvious reasons do not 
include the deceased, i.e., the donee of 
the power. 

(2) A power to appoint within a re- 
stricted class, provided, however, that 
the decedent (donee of the power) did 
not have any beneficial interest in the 
property, vested or contingent, derived 
from the creator of the power, did not 
thereafter acquire any such interest, and 
the power cannot be exercised to any 
extent for the benfit of the decedent, his 
estate, his creditors, or the creditors of 
his estate. 


What constitutes a “restricted class” 
is not clear. From the statute it would 
seem that the absence of any beneficial 
interest in the decedent and the absence 
of any power to exercise in favor of 
himself, his estate, his creditors, or the 
creditors of his estate, would limit a 
power to the “restricted class.” How- 
ever, the Committee Reports say that 
this means “a relatively small class,” 
such as a “class composed of A’s chil- 
dren,” whereas a “power to appoint to 
any one except A and his family would 
not be a power confined to a restricted 
class.” In addition, the report of the 
Finance Committee says: “Moreover, a 
power to appoint is not confined to a 


9. It is understood the language of the statute, 
“a power of appointment means any power to 
appoint,’”’ was not written by Gertrude Stein. 
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restricted class because the power is 
not exercisable in favor of the decedent, 
his estate, his creditors, or the creditors 
of his estate, or all of them.” This 
leaves a comparatively broad no-man’s 
land the limitation of which will no 
doubt be defined only by future amend- 
ments or litigation of numerous cases. 


An additional exception is that a bona 
fide sale for adequate and full consid- 
eration in money or money’s worth is 
not a transfer in contemplation of death 
or intended to take effect in possession 
or enjoyment at or after death. This 
exception would seem to have little 
practical application in view of the lim- 
itations on the right of the donee of a 
power to exercise or refrain from exer- 
cising it for a valuable consideration. 


Certain Prior-Created Powers Excepted 


ry .\HE amendments are not applicable 
I in certain circumstances to powers 
created!® on or before the date of the 
enactment of the Act, October 21, 1942: 


(1) Any power which is not exercis- 
able in favor of the decedent, his estate, 
his creditors, or the creditors of his es- 
tate, is not subject to the amendments 
unless exercised after the date of the 
enactment of the Act. For example, 
A died possessed of a power to appoint 
to any one other than himself, his cred- 
itors, his estate, or the creditors of his 
estate, without exercising such power. 
If the power was created after the en- 
actment the property to which the pow- 
er relates would be included in his tax- 
able estate, whereas if the power was 
created on or before the date of enact- 
ment the property would not be so in- 
cluded. 

(2) A power to appoint, even though 
exercisable in favor of the decedent, his 
estate, his creditors, or the creditors of 
his estate, is not subject to the amend- 
ments if on the date of the enactment of 
the Act the possessor of the power was 
under legal disability to release. For 


10. For the purposes of the amendments a power 
created by will comes into existence at the 
death of the grantor of the power and a power 
created by an inter vivos trust comes into exis- 
tence on the date of the establishment of the 
trust. 
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this purpose an individual in the mili- 
tary or naval forces of the United States 
during the present war is considered to 
be under a legal disability to release 
until the termination of the war. The 
immunity extends for six months after 
termination of the legal disability. 


(3) A power to appoint is not subject 
to the amendments if released before 
January 1, 1943, or before six months 
after termination of legal disability, or 
if the possessor of the power dies before 
January 1, 1943, or before six months 
after termination of legal disability. 


The immunity during the period of 
legal disability does not apply unless 
the power possessed by the individual 
under such disability was created on or 
before the date of enactment and also 
unless disability existed on the date of 
enactment. In addition, the immunity 
of an individual dying or releasing a 
power prior to January 1, 1943, does not 
apply unless the power was created on 





TWO NEW BOOKS 


THE SHIFTING 
AND INCIDENCE OF TAXATION 


Von Mering 


Trusts and Estates, says (excerpt) 

“It covers the various types of taxes from 
the analytical point of view rather than by 
classification according to their apparent 
similarities. Mr. von Mering ... has in- 
cluded in his work many important develop- 
ments arising from recent studies . . . The 
book should be of much interest to practic- 
ing tax men as well as economists.” 


By Otto von Mering, Tufts College. 
262 pages $3.25 (1942) 


MONETARY THEORY 
Halm 


New York State Banker, says (excerpt) 
“The chapters concern familiar subjects- 
savings, investment, relations of money, 
credit, interest, capital, the loanable funds 
theory of interest—but the treatment is new 
. . « We all need to read a book like 
Monetary Theory to keep us alert to the 
things which distinguish a good banker from 
a glorified clerk.” 


By George N. Halm, Tufts College. 
347 Pages $3.50 (1942) 
THE BLAKISTON COMPANY 
1012 Walnut Street Philadelphia 
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or before the date of the enactment of 
the Act. 

The concern of the Congress to pro- 
tect, from the effect of the amendments, 
donees of powers who at the time of the 
enactment were under legal disability as 
defined apparently did not extend to 
creators of powers. There are no doubt 
many cases of persons legally incom- 
petent and persons in the armed services 
who have made their wills granting 
powers of appointment, but who for legal 
or practical reasons are incapable of exe- 
cuting codicils or new wills. If they 
should die during the period ‘of legal or 
practical disability, powers will be crea- 
ted after the enactment of the Act and 
the donees of the powers will be caught 
in the web of both the gift and estate 
tax amendments. In such cases exist- 
ing wills are not ambulatory instruments 
and as a practical matter the powers 
have already been created. Perhaps this 
was only an oversight. In any event 
the injustice of the situation merits the 
further consideration of the Congress. 


The Gift Tax Amendments 


OMPLEMENTARY changes were 
made by the amendments in the gift 
tax provisions of the Code. Generally 
speaking, the gift tax will be imposed 
upon the inter vivos exercise or release 
of any power that would attract the es- 
tate tax should the possessor die pos- 
sessed of it or exercise it by his will. 
It is specifically provided that release 
of a power prior to January 1, 1943, 
shall not be deemed to be a transfer of 
the property to which the power relates. 
This amendment applies to all years 
prior to 1943, thus putting to rest the 
question with respect to prior releases 
as well as releases between the date of 
enactment and January 1, 1943. 
Apparently through oversight, the 
gift tax amendments fail to provide in 
specific language that persons may re- 
lease powers within six months after 
termination of legal disability without 
liability to gift tax. In this respect the 
parallel with the estate tax amendments 
is incomplete. It is believed, however, 
that it was the intent of Congress to 
provide such immunity. If the regula- 
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tions when published do not resolve 
such doubt as may exist, a clarifying 
amendment to the law would seem to be 
in order. 


Incidence of the Tax 


HE executor and the decedent’s ac- 

tual estate are liable for payment 
of the full tax. However, the amend- 
ments give an executor a right of re- 
covery from the person or persons re- 
ceiving property to which a power of 
appointment relates, unless the dece- 
dent’s will otherwise directs. The 
amount of recovery is such portion of 
the “total tax paid as the value of such 
property bears to the sum of the net es- 
tate and the amount of the exemption al- 
lowed in computing the net estate.” 
Thus the tax rates on the actual estate 
of the decedent are increased by inclu- 
sion of the appointive property in the 
taxable estate, and where a power is 
not exercised property which passed 
under the will of a prior decedent and 
was subjected to tax at the time of an 
earlier death is again subjected to tax 
at rates inflated by the property in the 
decedent’s actual estate. Apparently 
the right of the executor to recover is 
conditioned upon his first making pay- 
ment of the entire tax. Where the es- 
tate is small and the appointive prop- 
erty is large this may constitute a ser- 
ious burden unless, as a practical mat- 
ter, contribution toward the estate tax 
can be obtained at or before the time 
for payment. 

The gift tax amendments do not give 
one who releases a power of appoint- 
ment any right of recoupment from the 
appointive property or the persons re- 
ceiving such property. The entire tax 
in such case must be borne by the one 
who releases the power. The prohibi- 
tive nature of this burden under many 
circumstances is obvious. 


What is a Power of Appointment? 


HIS question is not answered in the 


law or in the reports. The report 
of the Finance Committee states, “The 
term ‘power of appointment’ includes all 
powers which are in substance and effect 
powers of appointment regardless of the 
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nomenclature used in creating the power 
and local property law connotations.” No 
doubt the statement is inserted in the 
report for the purpose of enlarging the 
conventional meaning of the term, but 
it affords little aid. 

Various questions arise. For example, 
is a power to withdraw corpus within 
the meaning of the term? It would seem 
to be in view of the fact that the statute 
repeatedly emphasizes a power to appoint 
to oneself. Again, for example, is a 
power to modify, alter or amend within 
its meaning? While the writer is of 
the view that it will be so held, the ques- 
tion should not be lightly answered in 
view of the gift tax problem incident to 
it.11 These are important questions that 
should be covered by the Treasury regu- 
lations and constitute a reason why they 
should be promulgated at an early date. 


Release of Powers 


T least two important questions arise 
in connection with the release of 
powers of appointment. While it is rea- 
sonably clear that a general power of 
appointment may be released in New 
York,!* there is little authority on the 
question whether a fiduciary power may 
be released. This is an intricate and 
doubtful question on which discussion in 
the limited available space could throw 
little light. 
A further question will arise whether 
a general power may be released in part 
so as to reduce it to a power that is 
within the excepted classes. Aside from 
the problems of substantive law, the 
question is clouded by the language of 
Section 811(f) as amended which reads, 
“If a power to appoint is exercised 
by creating another power to appoint, 
such first power shall not be considered 
excepted under subparagraph (A)!° or 
(B)!* from the definition of power of 
appointment to the extent of the value 
of the property subject to such second 
power to appoint.” 
Comments in the Finance Committee 


. See Clark v. Commissioner, supra, and dissent- 
ing opinion therein. Compare Solomon v. 
Commissioner, supra. 

2. Merrill v. Lynch, (1939) 173 Mise. 39. 
3. Power to appoint only to spouses, descendants, 
charity etc. 
4. Power to. appoint to a restricted class. 
. P. 232. 
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report! refer only to creation of a new 
power in another through exercise of the 
old power by will and conversion of an 
excepted power into a non-exempt power 
by such exercise. But the statute does 
not exclude an inter vivos exercise. The 
report also says, “***this proviso applies 
regardless of whether the newly created 
power to appoint falls within either of 
the two excepted types of powers.” If, 
as a matter of substantive law, a partial 
release of a general power may be re- 
garded as exercise of the old power and 
creation of a new power, the action might 
be futile. Regardless of the local law, 
such a claim by the Treasury for tax 
purposes may not be beyond the realm 
of possibility. In any event partial re- 
leases to reduce powers to the excepted 
classes should be regarded as involving 
close legal questions. 


Readers are invited to make these 
pages a clearing house for suggestions 
and ideas on problems raised by the war. 
Some of these were described in the arti- 
cle by J. S. Montgomery in the October 
issue, and the editors would welcome 
further discussion. 


Loss on Annuity 


The Bureau of Internal Revenue has ruled 
that, where an annuitant surrenders for 
cash a single payment refund annuity after 
he has held it for 24 months, the loss sus- 
tained is an ordinary loss, not a loss from 
the exchange or sale of a capital asset, con- 
sisting of the excess of the premium paid 
over the aggregate of the sums received 
from the insurance company. (I. T. 3567.) 


Melee OFFICER 
S 


eeks a 


larger field with greater 
opportunity. Six years general bank- 
ing and sixteen years trust experience. 
College and law school graduate. 
Fully qualified in executive and ad- 
ministrative phases of private trusts. 


Married, two children. 


Write Box M, TRUSTS and ESTATES 
50 E. 42nd St., New York, N. Y. 
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Trends in Estate Planning 


HENRY S. KOSTER 
Director, Estate Analysis Company, New York 


SALARY CEILING: $25,000—PLUS 
OR MINUS?* 


NDER the President’s Executive 

Order of October 3, 1942, and Eco- 
nomic Stabilization Director Byrnes’ 
Regulations and Amendments of October 
27, 1942, salaries paid to executives and 
employees are effectively limited as to 
maximum amount. Some of the impor- 
tant economic points involved follow. 


Definition of “Salary.” The Regula- 
tions provide that the term “salary” in- 
cludes such things as bonuses, additional 
compensation, gifts, loans, commissions, 
and fees, but excludes insurance and pen- 
sion benefits in a reasonable amount such 
as contributions by an employer to a 
qualified employees’ trust. 


Basic Allowable Salary. It would ap- 
pear that an employer may pay a salary 
to an employee which will leave him a 
net of $25,000 after all Federal income 
taxes. Under the rates in the new 1942 
tax law this means that a gross salary of 
about $67,200 may be paid. 

The allowance of an amount of salary 
to cover the Federal income tax is cal- 
culated as though the entire salary were 
fully taxable income and represented the 
taxpayer’s sole income. Of course, when 
the tax return is filed and allowable de- 
ductions and credits are taken, the tax- 
payer may actually be able to retain 
more than the $25,000 net. But in the 
composition of allowable salary no 
amount may be included to cover State 
income taxes, which must come out of 
the net. 


Contingent Additional Salary. If the 
taxpayer’s income from all sources, in- 
cluding income in the form of dividends, 
interest, etc., is insufficient to allow him 
to make customary payments to certain 


*The October issue of this Column also discussed 
this subject, but that was prior to publication of 
Director Byrnes’ Regulations which, among other 
things, made certain changes in the President’s 
Executive Order upon which that Column was 
based. 


charitable organizations without undue 
hardship, then an additional amount of 
salary, sufficient to meet such payments, 
may be paid to the employee. 

If after resorting to his income from 
all sources, the taxpayer is unable, with- 
out disposing of assets at a substantial 
financial loss, resulting in undue hard- 
ship, to make the following payments 
during the taxable year, a further addi- 
tional amount of salary may be paid 
to him. 


(1) Required payments on life insur- 
ance policies in force on October 
3, 1942. 

Required payments on fixed obli- 
gations outstanding on October 
3, 1942. 

Payments on Federal income taxes 
for the prior taxable years (ex- 
cluding taxes on the basic allow- 
able salary in Par. (B) above). 


As an example, suppose that the tax- 
payer, otherwise entitled to draw $67,- 
200, is making payments of $15,000 on 
the above specified items. If he can 
establish “undue hardship” he may be 
paid $82,200 in salary. However, he 
cannot also draw in salary an amount to 
cover his income taxes on the $15,000 
additional salary. Therefore, this top 
$15,000 would shrink by about $12,360 
in Federal Taxes, with a further shrink- 
age through State Taxes. This shrink- 
age would have to come either out of the 
“$25,000 net” or the taxpayer’s capital. 


(2) 


(3) 


Applicable Penalties. If any salary 
payment is made in contravention of the 
Act or Regulations, (i.e., $90,000 is paid) 
then the employer paying such salary 
may not deduct any part of the salary 
for purposes of its income taxes. Such 
a Company would find it must pay in- 
come taxes on the $90,000 at the highest 
tax rates applicable to such company’s 
income (90% if excess profits). 

In addition the entire amount of such 
salary would be disregarded by the pro- 
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per Governmental agencies in determin- 
ing the costs and expenses of such em- 
ployer under maximum price regulations 
or under any contract made with the 
Government. Paragraph (B) of Section 
4010.11 also provides: “Payments made 
or received in violation of any regula- 
tions, rulings or orders promulgated 
under the authority of the act are sub- 
ject to the penal provisions of the act.” 

Certain conclusions may be drawn 
from the foregoing. The tax and price 
penalties are assessed against the payer 
of the salary. As for the payee, no mat- 
ter how much salary he receives, the new 
tax rates, when considered with State 
income taxes, will just as effectively limit 
his net salary, after taxes, to this “mys- 
tic” figure of about $25,000. For in- 
stance, in New York, we find that in 
1943 all taxable income over $200,000 
will be subject to a combined Federal 
and New York tax rate of 100% (Federal 
normal tax, 6%; Federal surtax, 82%; 
Victory tax, 5%; New York income tax, 
7%). Of the first $200,000 of taxable 
income, approximately $28,000 may be 
retained by a married man with no de- 
pendents. This net amount could only 
be increased through certain allowable 
deductions and credits taken in tax 
returns, or through the receipt of tax 
exempt interest. 

Special attention is drawn to the ex- 
clusion from salary limitation of pension 
and insurance benefits in reasonable 
amount. This subject of retirement pen- 
sions has now become of greater im- 
portance than ever before. The amount 
of net income, after taxes, left in the 
hands of the taxpayer may be so small 
that he will look to his employer to pro- 
vide the currently tax-free funds which 
will supply his pension income at retire- 
ment. 

There are many technical questions 
still in doubt, and it may be some time 
before all are clarified. It is essential 
that employers and employees obtain 
competent advice from their personal at- 
torneys and accountants. 


WHAT ABOUT MY LIFE INSURANCE 
TODAY? 


OTIVATED by the terrific impact 
of the new Income Taxes, higher 
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cost of living, salary limitations and war 
bond investment, some individuals throw 
up their hands and without further ado 
say, “My income is no longer sufficient to 
allow me to continue my life insurance.” 
Cancelled policies or conversion to paid- 
up policies in a reduced face amount is 
sometimes the result. For many reasons, 
this attitude is unfortunate. The in- 
stances of over-insurance are generally 
few and far between. Some people actu- 
ally do not have the funds with which 
to carry life insurance, but in many of 
these cases we find that they are “keep- 
ing up with the Joneses” and are “spend- 
ing as usual.” Such individuals aggra- 
vate the inflationary trend instead of par- 
ticipating in the patriotic activity of sav- 
ing via life insurance, which directly and 
indirectly contributes to the war effort. 

The payment of life insurance prem- 
iums represents investment out of capi- . 
tal, not income. (This statement has ap- 
peared in this column several times, but 
it cannot be over-emphasized.) True, 
many people consider they are “spend- 
ing” income when paying life insurance 


The Dependable 


Executor and Trustee 
for Half a Century 


Mississippi Valley Trust Co. 


St. Louis 
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premiums, but this is a definite economic 
untruth. When a man pays an insurance 
premium, he receives two capital invest- 
ments; (1) Current Capital Account— 
the reserve or cash value of the policy, 
which earns interest; and (2) Future 
Estate Capital Account—the amount of 
insurance at risk paid at his death. 
When he pays a premium, he is investing 
out of his capital funds, whether it be 
from bank accounts, sale of securities, or 
surplus annual income. That surplus 
annual income is the key to this subject. 

The person who has considered his 
premium payments as being made out 
of income, has had, in effect, surplus 
(unspent) income for that year to the 
extent of the amount of the premium. 
If he had not invested this surplus in 
life insurance it would have become cap- 
ital to him in some other form, unless, 
of course, he spent it. The possibility 
exists that now he may not have any 
surplus income after paying income 
taxes, etc. But he may still have the 
surplus income of previous years, which 
together with other previous gains or 
inheritances represents his capital ac- 
count of today. Such a man should not 
hesitate, if necessary, to withdraw bank 
deposits or sell securities and re-invest 
such sums by continuing to pay his life 
insurance premiums. Such action is 
simply a transfer of capital from one 
pocket to another. 

If our man has no capital his solution 
must be to cut his living standards in 
order to squeeze out of current income a 
surplus to put into his capital accounts 
with life insurance companies, so that he 
will at least have capital for his depend- 
ents at his death. 


To Attorneys, both within and 
without our State, we offer full 
cooperation in all matters pertain- 
ing to fiduciary business. Special 
appointments for men_ entering 
active Service. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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Additional Reasons for Maintaining 
Insurance 


Aside from the foregoing, there are a 
number of considerations which these 
days make it inadvisable to drop life 
insurance: 


(1) The insured may not be able to 
draw as much salary from his employer 
as might be allowed under the Salary 
Ceiling Order. (See preceding discus- 
sion. ) 

(2) He may not be able to make cur- 
rent use of post-war credits under the 
Victory Tax. 

(3) He gives up a type of investment 
which may be received by his family, at 
his death, free of income taxes. 


(4) Certain old policies contain valu- 
able rights and benefits which cannot be 
secured under new policies, many of 
which include war and aviation restric- 
tions. 

(5) He is taking the life insurance 
company off the risk at a time when the 
risk of insurability is becoming greater. 
It might be said that no man should 
drop a life insurance policy without first 
undergoing a thorough physical examin- 
ation. Tomorrow he might decide that 
he wants insurance; tomorrow he may 
be uninsurable. 

(6) Future tax and economic control 
laws may allow further privileges and 
benefits with respect to life insurance 
policies in force prior to certain dates. 
The trend is definitely in this direction. 
Therefore, people now carrying life in- 
surance policies that would qualify un- 
der any such change in the future, might 
be giving up more than they realize if 
they drop these old policies. 

Unless holders of life insurance pol- 
icies secure competent advice, many are 
apt to make decisions which either they 
or their families will have reason to re- 
gret later. The more thoroughly life in- 
surance is understood, the greater likeli- 
hood there is that individuals will con- 
centrate a larger percentage of their net 
worth in life insurance and annuity 
policies. 


(The opinions herein expressed by Mr. Koster 
are his own and not necessarily those of the Estate 
Analysis Company or Trusts and Estates Maga- 
zine.) 
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Estate Planning by Mail 


Financial Advertisers Assn. Holds Unique Convention 


TS annual convention having been can- 

celled because of war conditions, the 
Financial Advertisers Association sub- 
stituted a unique and effective substitute 
in the way of a “convention-by-mail.” 
What the Association did was to print 
the talks which would have been given 
and distribute booklets containing them 
to the members who “registered” by 
post-card. These booklets were mailed 
periodically, being intended more or less 
to represent “sessions.” “Delegates” 
were invited to comment on_ the 
“speeches” and to submit questions for 
reply at a later “session.” All in all, 
the Association is to be congratulated 
for a fine job. 


Balloting by mail, the members elected 
L. E. Townsend president for the com- 
ing year. Mr. Townsend, who is assis- 
tant vice president of Bank of America 
N. T. & S. A., San Francisco, succeeds 
Victor Cullin, assistant secretary, Miss- 
issippi Valley Trust Company, St. Louis. 
Other officers elected are: 1st vice pres- 
ident Lewis F. Gordon, assistant vice 
president, Citizens and Southern Na- 
tional Bank, Atlanta; 2nd vice president 
J. Lewell Lafferty, vice president, Fort 
Worth (Tex.) National Bank; 3rd vice 
president, Dale Brown, assistant vice 
president, National City Bank, Cleveland, 
a new comer to the official family. Fred 
W. Mathison, assistant vice president, 
National Security Bank of Chicago, and 
Preston E.. 

Reed were re- | 
elected trea- 
surer and exec- 
utive vice pres- 
ident, respec- 
tively. 


Trust Sessions 


The Trust 
Development 
Departmental 
was devoted ex- 
clusively to the 
case method of 


presentation. L. E. TOWNSEND 


Under the guidance of the Program Com- 
mittee headed by Thoburn Mills, vice 
president, National City Bank, Cleveland, 
four estate problems were prepared, each 
being sent to three trust men for solu- 
tion. One of these problems and a typical 
answer are set forth below. Those who 
participated were: James C. Shelor, sen- 
ior trust officer, Trust Co. of Georgia, 
Atlanta; Henry Cooper, trust officer, 
Peoples-Pittsburgh Trust Co.; Harry E. 
Bradley, assistant trust officer, First 
Wisconsin Trust Company, Milwaukee; 
E. 8. MacNeill, trust officer The Contin- 
ental Bank & Trust Company, New York; 
Clarence D. Cowdery, vice president, The 
Boatmen’s National Bank, St. Louis; R. 
H. Marshall, cashier, The First National 
Bank of Madison; Harry L. Gibbons, 
assistant trust officer, The Central Trust 
Company, Cincinnati; M. D. Conklin, es- 
tate consultant, The Fifth Third Union 
Trust Company, Cincinnati; Basil S. Col- 
lins, assistant vice president, Old Colony 
Trust Company, Boston; George E. Will- 
iams, assistant trust officer, National 
State Bank, Newark; John E. Schlacter, 
assistant trust officer, National City 
Bank, Cleveland; and Douglas Drum- 
mond, trust officer, First Trust & Deposit 
Company, Syracuse. The following are 
the facts in 


Estate Problem No. 2 


FAMILY: Husband, age 45; wife, age 
43, and four daughters, ages 10 to 18. 


ASSETS: 
Husband: 
Residence 
Half interest in 
Close Corporation 225,000 
Listed securities 50,000 
Cash 
Miscellaneous 


$310,000 


Life Insurance (on 


his own life) 140,000 
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Wife: 
Summer home 
Half interest in 


Close Corporation 
Cash 


$ 10,000 


225,000 
5,000 


TOTAL 
Life Insurance—None 
Daughters: 
No assets. 
ANNUAL INCOME: 
Husband: 
Salary - 
Dividends, interest, 
etc. _ 
TOTAL 
Wife: 
Dividends 


$240,000 


$ 20,000 


10,000 
$ 30,000 


$ 8,000 


General Comments 


Husband built up his business from a 
small concern and is the active head of 
his company. His wife was given half 
the stock many 
years ago. He 
has played the 
market some- 
what with his 
extra cash. His 
wife has no 
business exper- 
ience. He has 
not used any of 
his Gift Tax 
exemption. 

Husband has 
two key men 
with him in his 
business. He 
has great con- 
fidence in them 


DALE BROWN 
In line for Presidency. 


and believes they could do a good job in 
running the business if the situation 
could be made attractive to them. 
Husband and wife have old Wills leav- 
ing everything outright to the other. 
Husband’s insurance is set up with the 


insurance companies. He and his fam- 
ily are in good health and otherwise 
normal. The answer by Mr. Williams 
follows: 


Estate Plan 


The solution to the above problem is 
outlined for the sake of brevity. No at- 
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tempt has been made to guess what the 
provisions of the 1942 Revenue Act will 
be, nor to outline all of the legal aspects. 
Husband—Recommendations 


1. Will revised 

Testamentary Trusts 

a. One-half of the estate to be 
held in trust for the wife with in- 
come payable to her for life. Trus- 
tees authorized to expend principal 
in the event the income from all 
sources is insufficient to maintain 
her properly. Wife to dispose of 
the principal through restricted 
power of appointment. 

b. One-half of the estate to be 
used to create four separate trusts 
for the benefit of the four children. 
The income to be paid to or for 
their benefit or accumulated if not 
required. Principal may be ex- 
pended at the discretion of the 
Trustees. Children to dispose of 
principal through restricted powers 
of appointment. 

2. Living Trusts 

Establish a $10,000 trust for each of 
the four daughters. This is to take 
advantage of the $40,000 exemption 
under the Gift Tax provisions in the 
present Revenue Act. Income to be 
paid to or for the benefit of the respec- 
tive daughters, until they become twen- 
ty-five years of age, at which time the 
principal shall be paid to them. 

3. Business Insurance Trust 

The key men to purchase $225,000 
life insurance on the husband, he 
agreeing to the sale of his stock at his 
death. The premiums on this insur- 
ance will be approximately $37.09 per 
thousand (participating insurance) or 
$8,345.25 per annum, one half to be 
paid by each key man. The corpora- 
tion shall give each key man a $4,000 
increase in salary with which to pay 
the premiums. In the event of prior 
death of a key man, the husband has 
the right to purchase the life insur- 
ance on his life owned by the one 
dying. 

4. Insurance of $140,000. 

This insurance shall be left with the 
companies. Wife, the primary bene- 
ficiary, shall receive the income so long 
as she shall live. $5,000 of the prin- 
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cipal may be withdrawn each year by 
the wife. The right of withdrawal is 
not to be cumulative. After death 
of the wife, income payable to the 
children. When they attain the age of 
80 years, each child shall have the 
right to withdraw her share of the 
principal. 

This insurance could also be used to 
create a life insurance trust. The 
funds are not required to pay his es- 
tate taxes and expenses as these will 
be paid through the funds received 
from the business insurance trust. It 
may be heresy, but this is one indi- 
vidual who does not believe in leaving 
all the assets of one estate in care of 
the same management when some di- 
versification can be afforded such as in 
this case. 

5. Insurance on Wife 

The husband shall insure his wife 
for $65,000 to offset her estate taxes 
and expenses in the event of her prior 
death. The insurance to be trusteed 
under the terms of a life insurance 
trust. In the event of his prior death, 
the Trustees under the terms of his 
will are authorized to pay the prem- 
iums. If the premiums are not paid, 
the Trustees of the life insurance trust 
are authorized to convert the policies 
to paid-up insurance. 

Income shall be payable to the chil- 
dren until they attain the age of 35 
years, at which time their respective 
shares will be paid to them. 


Wife—Recommendations 


1. Will revised 

Testamentary Trusts 

a. One-half of the estate to be held 
in trust for the husband with income 
payable to him for life. Trustees au- 
thorized to expend principal in the 
event the income from all sources 
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is insufficient to maintain him prop- 
erly. Husband to dispose of the prin- 
cipal through restricted power of ap- 
pointment. 

b. One-half of the estate to be used 
to create four separate trusts for the 
benefit of the four children. The in- 
come to be paid to or for their bene- 
fit or accumulated if not required. 
Principal may be expended at the dis- 
cretion of the Trustees. Children to 
dispose of principal through restricted 
powers of appointment. 

2. Living Trusts 

To take advantage of the $40,000 
exemption under the Gift Tax provis- 
ions in the present Revenue Act, estab- 
lish a $10,000 trust for each of the four 
daughters with stock of the company, 
subject to the option granted to the 
key men. Income to be paid to or for 
the benefit of the respective daughters - 
until they become twenty-five years 
of age, at which time the principal 
shall be paid to them. 

3. Stock Purchase Option 


The wife shall grant an option to the 
two key men to purchase 96% of her 
stock holdings at the current value or 
subject to subsequent agreements. 
When the key men have acquired 50% 
or more of stock of the company, they 
will immediately purchase the balance 
of her stock holdings either in cash 
or by giving a series of notes. 

4. Insurance on Husband 


The wife may insure her husband 
for part or whole of his estate ex- 
penses and taxes to avoid shrinkage. 
This is not absolutely necessary as the 
stock purchase agrement will provide 
necessary cash, and her total income 
should be sufficient to provide amply 
for her and her family. 


(Mr. Williams then showed the tax 


savings resulting from this plan.) 


The advisory and discussion panel, associated with the Magazine in devel- 
oping material for the Section of Estate Planning, is composed of Henry S. 
Koster, Director, Estate Analysis Company; Earl S. MacNeill, Trust Officer, 
Continental Bank and Trust Company; J. Seymour Montgomery, Jr., Member 
of the New York Bar; George S. Vrionis, President’s Field Staff, Phoenix Mutual 
Life Ins. Co.; all of New York City. The panel is not to be considered as neces- 
sarily endorsing the views expressed in any material appearing herein. 








Employee’s Part in Bank Management 


Accomplishments of the Junior Advisory Board 


JAMES G. RENSHAW 
Assistant Secretary-Treasurer, The Equitable Trust Company, Baltimore 


ODAY the spotlight of America’s 

war effort is focused on produc- 
tion. It outlines the vital necessity 
for complete understanding and coop- 
eration between management and 
labor, for, in isolated instances, it 
has shown clearly that the job can- 
not be done without sustained real- 
ization that between these two exists 
a mutuality of interest. 


Our war effort has not created that 
fact, it has only confirmed and em- 
phasized it. Such united effort has 
always been essential to successful 
operation; only those organizations 
staffed by loyal, satisfied employees, 
whose job attitude results from a 
consciousness that each one, individ- 
ually, is a member of a well-coordin- 
ated team pulling together toward a 
common goal, have been truly success- 
ful. Only that management which is 
constantly and sincerely endeavoring 
to engender and encourage that atti- 
tude is truly progressive. 

The prevalent high labor turnover and 
employee restiveness, arising naturally 
from a wartime economy, highlight the 
absolute need not only for crystal-clear 
relationship between management and 
labor but, of paramount importance, for 
actual and close collaboration. 
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Opportunity for Latent Desires 


ONSIDER the new employees who 

replace your men who have gone into 
the armed services. To you, who have 
long been engaged in the conduct of your 
business, its operations and functions 
seem simple. Yet to those new em- 
ployees, often young and inexperienced, 
your business appears as a labyrinth 
of mysterious procedures and _=6sys- 
tems. They do not consider themselves 
a part of it. Naturally they feel lost 
and, in unfamiliar surroundings, nervous 
because of an inherent desire to make 
good and the lack of adequate knowledge 
of just how to begin. Like a rookie third 
baseman playing his first big league 
game, they hope for a chance, meanwhile 
afraid that when it comes they will not 
be able to handle it. While providing 
for their training, management must 
make them feel at home, among friends 
—individuals in an organization, each 
member of which is an important part 
of a common and valuable enterprise. 


Established employees, having served 
their apprenticeship, often feel certain 
that their suggestions and advice would 
be helpful to the management. Yet they 
are hesitant about offering unsolicited 
ideas feeling that they are working only 
for. the management, not that it is part 
of their job to work with it. 
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Thus, with many employees, both new 
and old, there is a latent desire to ex- 
pand their knowledge and work to in- 
clude more than the comparatively nar- 
row confines of their specific assign- 
ments, to learn other phases of the 
banking or trust functions, and to have 
a real part in actual management. Sim- 
ilarly, every progressive management 
aims to cultivate that ambition—to de- 
velop competent and dependable em- 
ployees who will assume managerial 
responsibilities. The hopes and aims 
of Jabor and management coincide, yet 
too frequently they become separated 
for lack of a feasible method of prac- 
tical application. 


Bridging the Traditional Gap 


ANAGEMENT often stands aloof 

on grounds upon which employees 
traditionally have not trespassed. Labor, 
too, frequently goes on with its routine 
and detail, feeling that an impersonal 
management is completely indifferent to 
its efforts. 

A search for some practical system of 
employee-management collaboration was 
made, nearly eight years ago, at The 
Equitable Trust Company and president 
Robert G. Merrick found an answer 
which since has been tested in the bal- 
ance of results and found not wanting. 
He organized a Junior Board of Direc- 
tors,* composed of twelve hand-picked 
employees of the bank, and gave them 
unlimited recommendatory power. Orig- 
inal members were replaced by vote of 
the Board itself, electing to membership 
for one year. No member may succeed 
himself or be reelected until four months 
from the expiration of his term. Mem- 
bership elections are held at the regular 
meetings in April, August and Decem- 
ber. Meeting on the second Thursday 
of each month, at 4:30 P. M. in the main 
office board room, the Junior Directors 
provide a common ground of understand- 
ing and unity between employees and 
management. They do not necessarily 
represent either employees or the man- 
agement. Engaged in the problem of 
management, their work concerns the 
problems of both. 


*See “The Junior Advisory Board,” page 523, 
May 1940 Trusts and Estates. 
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The Board’s activities cover the what, 
why and how of banking work—planning 
educational programs for the training of 
employees so that they will learn what 
constitutes the banking business; in- 
vestigating procedures and systems to de- 
termine why such systems are in use 
and considering suggested innovations 
and improvements in routine operations; 
studying intangible factors of office at- 
mosphere, on which so largely depends 
the manner in which employees carry out 
their assigned duties. 


Operating Manual and Other 
Accomplishments 


ROBABLY one of the most important 

accomplishments of the Board falls 
within the first category and is con- 
cretely illustrative of the mutuality of 
purpose between employees and manage- 
ment. Several years ago the manage- * 
ment stressed the need for better train- 
ed, more thoroughly informed employees. 
The employees, too, wanted that broader 
knowledge necessary for their further 





BUSINESS NEED NOT 
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Our services 
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volving prop- 
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progress. After study of possible sup- 
plemental methods, the Board tackled and 
completed the voluminous job of com- 
piling and publishing the Equitable Op- 
erating Manual, a text which contains 
detailed procedural instructions, replete 
with samples of all forms used, and cov- 
ering all departments and services of the 
bank. Bound in one master loose-leaf 
volume and also in separate departmen- 
tal editions, this work now encourages 
the new employee to study the operations 
of his department and the functions of 
the bank as a whole. 

Probing into the whys of established 
banking procedures, the Junior Directors 
have often discovered that there were 
actually no valid reasons against the 
installation of simpler work and time- 
saving innovations. Some such discov- 
eries are of comparatively minor impor- 
tance; others are far-reaching and in 
the aggregate constitute marked im- 
provements. For example, by reason of 
a suggestion recently investigated by the 
Board, the form of the daily time sheet 
was revised, resulting in the saving of 
several hours of work by the Payroll 
Department. Again, a change in the 
form of the general settlement sheet was 
recommended which resulted in the dis- 
continuance of five other actually unnec- 
essary forms. 


Recreation and Health 


HE third general category into which 
the work of the Junior Directors falls 
is more spectacular—that of the contin- 
ual development of better working condi- 
tions, more friendly intra-office atmos- 
phere. Here the Board has made many 


rare TITLE 


BANK AND TRUST COMPANY 
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Broad and Chestnut 17 Chestnut 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


TRUSTS and ESTATES—November 1942 


worthwhile recommendations. It spon- 
sored the conversion of an unused and 
spacious basement room at the main 
office into an unpretentious but homey 
recreation room with a piano, ping-pong 
tables and games. Adjoining that room, 
the Board fitted out a library, in comfort 
equal to the average living room. An- 
other such unoccupied space, located in 
the open, atop the eighteenth floor is now 
utilized, because of the efforts of the 
Board, as an employee sun deck, the addi- 
tion of steamer chairs and blankets be- 
ing the only equipment necessary for the 
realization of a popular and healthful 
facility. The Junior Directors’ recom- 
mendations for the sound-proofing of the 
main office lobby ceiling and the rear- 
rangement of telephone communications 
to the bookkeeping department, resulted 
in added convenience and more efficient 
service. 

“Equitable Echoes,” the bank’s official 
house organ, first published upon the re- 
commendation of the Board in 1938 and 
appearing monthly thereafter, keeps all 
employees informed of what currently is 
of major company importance, providing 
also those personal touches of individual 
happenings which tend to knit together 
any growing organization. Service pins, 
worn by all Equitable Trust employees 
of ten or more years’ service, were de- 
signed and developed by the Junior Di- 
rectors, and are presented annually. 


Pension Plan and the Future 


LASSED among the Board’s more 

important achievements is the Equit- 
able’s Pension Retirement Plan, an idea 
conceived by the trust company’s pres- 
ident and assigned to the Junior Direc- 
tors for study and development, which is 
today available to all Equitable employ- 
ees of eligible age and of one or more 
years of continuous service. 

The Board is constantly alert to im- 
provements, to ideas emanating from the 
entire personnel to foster which it con- 
ducts a continuous employee suggestion 
campaign. Meritorious ideas submitted 
to it earn cash awards, which vary in 
amount with the comparative value of 
the ideas. Inaugurated recently was the 
practice of inviting such prize winners 
to be the guests of the Board at one of 
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its special sessions where appreciation 
is expressed and the Board’s work is 
thus further popularized throughout the 
organization. 


The Junior Board of Directors has 
resulted in a closer employee-manage- 
ment relationship. There is no sem- 
blance of the “committee,” composed 
equally of representatives of labor and 
representatives of management, each 
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with different approaches to the same 
problems. Rather, the Board is the em- 
ployees and the management joined to- 
gether by the common bonds of mutual- 
ity of interests, engaged cooperatively 
in planning and making its company an 
even better one in, for and with which 
to work. Surely, in our business and 
national life today, such oneness of pur- 
pose and unity of effort must be our con- 
stant aim. 


Trust Conference in February? 


T the present writing no official 

decision had been reached on hold- 
ing the customary Mid-Winter Trust 
Conference, annually scheduled for Feb- 
ruary in New York, but indications favor 
at least a day-and-evening meeting. 
After all, this is the only national get- 
together of the policy men in trust in- 
stitutions, and many feel that the adap- 
tations and innovations necessitated by 
war and its costs ought to be food for 
much valuable discussion. Previous can- 
cellation of the Pacific Coast and Mid- 
Continent trust conferences leaves an 
even larger sphere of usefulness for the 
New York meet. 

If this conference had been popular for 
purely social reasons, there would be no 
excuse for holding it during wartime. 
But the well-attended general sessions, 
the small cloak-room groups that kept 
talking shop afterwards and the activity 
of committees all attested to a business- 
like atmosphere that would contrast not- 
ably with the usual convention, so much 
so that it might be an eye-opener to the 
Bar and the Insurance fraternity—and 
the commercial bankers—if more repre- 
sentatives were specially invited to at- 
tend. Transportation should not be too 
difficult as much needless traffic will have 
been curtailed in the next couple of 
months, and many trust executives—or 
even another executive officer of the bank 
—would find it necessary to make the 
trip on other business anyway, and 
could usually adjust their schedule. 

The main difficulty arises from the 
personnel condition, with many loath to 
leave unfinished business when there is 


a shortage of either staff or experienced 
officers. However, it might be pointed 
out that the remedies for such conditions 
could be materially advanced through 
conference, and in these days cautions 
are doubly important against liabilities 
arising from unfamiliarity of both old 
and new employees with different prob- 
lems. Choice of a single day or two 
before or after a February holiday would 
make possible a very brief absence from 
duty and with a good “editing” of speech- 
es, much could be accomplished to put 
trusteeship “in condition” for war ser- 
vice and to anticipate post-war needs. 


War Insurance For Securities 


Inland marine and fire underwriting com- 
panies are now authorized as agents of 
the War Damage Corporation to issue pol- 
icies insuring money and securities in - 
transit by registered mail or express 
against loss or damage resulting from en- 
emy action. 
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Trust Service 
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Organized stip | 
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Keep Scrapping 


HE results of a survey recently con- 

ducted by Trusts and Estates indi- 
cate that the banks and trust companies 
of the United States and Canada have 
made and are continuing to make a large 
contribution to the scrap metal drive. 
The scope of the collection may be deter- 
mined by the following list of items 
which one or more of the institutions 
have turned in: 


Name plates 
Obsolete elevator 
equipment 
Pipes 
Pumps and 
compressors 
Radiators 
Safes 
Scissors 
Signs 
Stands 
Trays 
Valves 
Window bars 
Wire 


Boilers, boiler 
plates, and grates 
Bookkeeping 
machines 

Cash _ boxes 
Corporate Seals 
Doors of vaults 
and elevators 
Fans 

File cabinets 
Furnaces 

Grills 

Heaters 

Keys 

Lamps 

Locks 


Missouri’‘s 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
Itis the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 


What two of the banks which cooper- 
ated in the survey have done is worthy 
of specific comment. The Mississippi 
Valley Trust Company of St. Louis check- 
ed over the buildings managed by its 
trust department and persuaded the own- 
ers to turn over abandoned equipment. 
The Chase National Bank of New York, 
back in the Spring, devoted the lead arti- 
cle in its publication The Chase to a 
pointed story on conservation of office 
supplies, and subsequently distributed 
a graphic folder on “‘Is your desk a ware- 
house for unused office supplies?” 


Other banks which have done an ex- 
cellent job and whose experience might 
be helpful to other institutions include 
Safe Deposit and Trust Company of Bal- 
timore, Boston Safe Deposit and Trust 
Company, First National Bank of Chic- 
ago, Toronto General Trusts Corporation, 
and Security Trust Company of Wilming- 
ton, Del. 


Another “Philadelphia Story” 


A case history of what happened to an 
actual estate, including a life insurance 
trust, since 1929, was the subject of a most 
practical and illuminating discussion before 
the Philadelphia Life Insurance & Trust 
Council at their October meeting. With 
about 80 present, Messrs. Donald Bishop 
and Robert MacDougall of the Provident 
Trust Company traced the executor’s and 
trustee’s work and demonstrated faults 
from omissions in estate planning. Starting 
with a will that left the entire estate out- 
right to the surviving wife, ran the gamut 
of foster-parent care for an improvident 
son whose marriage they got annulled, in- 
cluding letters of advice and supplication 
that almost made Booth Tarkington look 
like an amateur, they showed insurance and 
other funds in action, and the administra- 
tion and record of investments. The lively 
question period following testified to the 
keen interest of underwriters in the pro- 
gram, and in the new schedule of trust fees 
recently instituted in Pennsylvania, follow- 
ing the California system of annual charges 
on principal, payable partly out of princi- 
pal and partly out of income, as desired by 
the testator. Common trust fund principles 
and records also elicited keen interest. 








Cooperative Management for Real Estate 


How Philadelphia Financial Institutions Are 
Protecting Values and Cutting Costs 


FRANK J. SMITH 


President, Corporate Real Estate Association of Philadelphia, and 
Real Estate Officer, Provident Trust Company 


ANAGEMENT of real estate 

and servicing of mortgages has 
come to occupy a larger and larger 
share of time and expense of insti- 
tutional investors. Today, with 
shortage of experienced personnel 
growing more acute, and many 
larger homes being taken over by 
mortgagees, efficiency of service is 
seriously threatened. Pooling of 
managerial resources is as much the 
order of the day as pooling of men 
and machines. In the real estate 
field this has already been proven 
successful and constructive. Since 
1935 the real estate and mortgage 
officers of financial institutions 
(now including seventeen trust insti- 
tutions) in Philadelphia have been 
working together, through the med- 
ium of “Corporate Real Estate As- 
sociation,” to bring about this uni- 
formity in methods and practices 
foster pleasant and profitable busi- 
ness relations between corporate fi- 
duciaries and individual real estate 
brokers, and minimize the growing 


criticism of clients and brokers. 


The formation of such an organization 
was already being considered when the 
President of the Philadelphia Real Estate 
Board, in 1931, suggested the desirabil- 
ity of a closer connection between local 
financial institutions and the Board. 
Economic conditions had brought about 
wholesale shift in the ownership of real 
estate, and management and mortgage 
servicing problems were bringing about 
more frequent associations between the 
brokers and the financial institutions. 
For some years a few of the trust com- 
pany men had been as active in the Real 
Estate Board as its rules permitted and 
in 1932 the “Financial Institutions Divi- 
sion” of the Philadelphia Real Estate 
Board was created. Today practically 
all trust companies, saving fund societies 
and some mortgage companies and build- 
ing associations are members. The Divi- 
sion is represented in the administration 
of the Board by a Vice President and a 
member of the Board of Governors, and 
members have the same privileges as the 
active members of the Board. Their 
activities, however, have more or less 
been confined to the promotion of friend- 
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ly relations with and an_ intelligent 
understanding of the problems of inde- 
pendent real estate brokers. 


Discussion of New Regulations 


6é ORPORATE Real Estate Associa- 

tion,” a separate organization, 
endeavors to solve the problems of the 
institutions, whether the problem is con- 
fined entirely to them or brokers are in- 
volved. The “Association” is composed 
solely of the officers in charge of real 
estate and mortgages of twenty-three 
trust companies, title companies and sav- 
ing institutions or societies. We meet 
once a month at lunch. Governmental— 
federal, state or city—regulations are 
discussed. For example, Rent Control, 
one of the most recent Government activ- 
ities, applied equally to all our institu- 
tions. A meeting with the Rent Control 
Administrator was arranged and repre- 
sentatives from our member-institutions 
and all other institutions in the Rent 
Control Area were invited. A uniform 
method of registration was adopted. This 
assisted the Administrator and enabled 
us to obtain most effective cooperation 
from his office. 

The trust companies, particularly, were 
uncertain how to apply the War Risk In- 
surance to certain types of their ac- 
counts. A committee studied the plan, 
kept informed as to the constantly chang- 
ing regulations, and made recommenda- 
tions to all our members. Other Federai 
activities and regulations, such as the 
Wage and Hour Act, receive the same 
treatment, thereby making it unneces- 
sary for each institution to make its own 
separate—and thus more costly—inves- 
tigation of the provisions of these Acts. 


Analysis and Recommendations Issued 


TATE and Municipal problems are 
handled in the same manner. At 
present The State is taking, for the pur- 
pose of widening one of our streets, 


abutting properties. A committee of our 
Association has met with some of the 
State authorities and agreed on a plan 
of action which should simplify the con- 
demnation proceedings. 

Naturally, Municipal problems are 
numerous. For several years frequent 
confusing rulings from one of our City 
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departments have threatened the con- 
tinued use of a larger number of our 
dwellings, except at a serious loss in 
operation. An ordinance prohibited the 
use for dwelling purposes of fourth 
floors of dwellings, of which we have 
many, unless they were equipped with 
fire escapes. These floors are needed 
because of the shortage of housing. The 
Fire Marshal’s office ruled that the entire 
dwelling could not be used. After many 
meetings the Fire Marshal and our com- 
mittee found a solution which benefited 
all owners of such properties. At this 
moment we are preparing for distribu- 
tion to our members, other interested in- 
stitutions and, in this case, to the real 
estate brokers, a ruling which is accept- 
able to us and which we believe to be 
final. 


Savings Accomplished by 
Committee Work 


SSESSMENTS for tax purposes are 
FY now receiving the attention of an- 
other with a number of appraisers who 
do much of this assessment work. If our 
plan succeeds, the property owners of our 
City, as well as our member institutions, 
will benefit. Since the welfare of the 
community— its schools, police and other 
services—depend on its private property 
for taxes, every action which preserves 
or enhances the usefulness and value of 
real estate is a civic contribution. 
These committees first determine the 
problems affecting real estate, whether 
owned individually, corporately, or in a 
fiduciary capacity. They then arrange 
meetings with the public authorities 
charged with the administration of the 
laws, ordinances or regulations. Hav- 
ing obtained an interpretation, modifica- 
tion or repeal, the result is quickly passed 
on to the member-institutions. The ac- 
tivity of a small committee has saved 
possibly twenty-three institutions the 
time required to make separate investi- 
gations and the annoyance to the public 
authorities of inquiries or protests from 
so many sources. Within the past month 
word was received that our Office of 
Civilian Defense had prepared instruc- 
tions for the protection of multiple-fam- 
ily dwellings with which it would be dif- 
ficult to comply and which would place 





INVESTMENT POLICY 


Of the Essence today— 
GOOD TOOLS 


Today, more than ever, the investor requires more than statistics 
in making decisions,—he needs accurate market information, 
knowledge of the weight and direction of the buying and selling 
orders that ultimately determine trends. Particularly is this true 
of the bank officer responsible for the investment of his institu- 
tion’s funds. 





For the institution that finds it impractical to maintain an In- 
vestment Department adequately staffed with competent special- 
ists, this firm maintains an entirely independent Bank Service 
Department. Its function is to provide accurate and timely mar- 
ket information, as well as pertinent statistical data, to institu- 
tional portfolio managers. Its staff is “bank minded’, its recom- 
mendations and suggestions carry an unmistakable institutional 
point of view. Advantageously located in an investment banking 
house dealing actively in all types of bonds and with all types of 
financial institutions, both large and small, its opportunities for 
market observation are unusual. 


Outlying banks, in particular, are cordially invited to ask for 
full details concerning this firm’s Bank Service Department. 





R. W. Pressprich & Co. 


68 William Street 201 Devonshire Street 
NEW YORK BOSTON 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBITC UTILITY AND INDUSTRIAL BONDS 


Members New York Stock Exchange 
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on the owners of these properties an un- 
reasonable burden. 


The committee charged with such 
problems found that the printed circu- 
lars were in the hands of the police to 
be delivered to occupants of these prop- 
erties. The committee convinced the 
head of the Civilian Defense that it 
would be unwise to use the circulars as 
prepared. Instructions went out over the 
teletype to the police to withhold distri- 
bution; and they are still being with- 
held. This benefited all owners of such 
properties and we believe saved the Of- 
fice of Civilian Defense much annoyance 
from protesting owners. 


Standard Forms Now in Use 


| obaengpaa important accomplish- 
ments have been the creation of a 
standard form of rent statement, now 
used by practically all brokers remitting 
to our members; a standard form of 
lease, and a standard form of mortgage. 
These were prepared to meet the re- 
quirements of fiduciaries but they are 
used by all institutions. Possibly one of 
the outstanding accomplishments was the 
bonding of all brokers collecting rents 
for us. This necessitated the creation 
of a new form of bond, which is obtain- 
able only by members of this Associa- 
tion. This action did not reflect any ser- 
ious difficulty with rent collection. In 
fact, we were told by representatives of 
the bonding company that our exper- 
ience had been particularly good. The 
integrity of the collecting brokers was 
not an influencing factor in requiring the 
coverage, rather various circumstances 
interfering with the regular remittance 
of collections, so important to maintain- 
ing steady distribution of income to our 
trust clients, led us to seek a pay-over 
form of bond. 


A series of meetings with insurance 
company and rating bureau officials re- 
sulted in a form of coverage protecting 
our rents from loss from any conceiv- 


able cause. Like the majority of our 
attainments, this resulted from the 
efforts of a small committee, but all the 
institutions benefited. A complete review 
of our activities would disclose many 
similar actions which have benefited all 
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our members, the results having been 
obtained through the efforts of small 
committees. Prior to our organization 
there was tremendous duplication of in- 
vestigation, effort and expenses. 


Although intended primarily to pro- 
mote uniformity, the recent adoption of 
a schedule of commissions and a state- 
ment of practices will very much benefit 
the brokers financially. However, this is 
one more step leading to the operation 
of each real estate department on a com- 
parable basis with other departments in 
similar institutions. These various de- 
velopments in uniform management have 
helped to reduce the cost of operation. 
Ultimately it should lead to an even 
easier comparison of costs than at pres- 
ent. 


Collective Inspection Considered 


HE activity of this Association led 

to the formation of a fact-finding 
organization dealing entirely with mort- 
gages and real estate through which we 
maintained our dwelling rentals at the 
highest prevailing rates and consequent- 
ly did not suffer seriously by Rent Con- 
trol. This fact-finding organization is 
studying the possibility of handling the 
inspection of properties of all our mem- 
bers to determine the need for repairs 
and the inspection of work completed. 
The increasing difficulty in obtaining 
gasoline, tires and inspectors suggests 
the need for the collective handling of 
this work, as well as the possibility of 
having it done at a lower cost than each 
institution, handling it individually, is 
paying. However, this may not be pos- 
sible because of the difficulties encoun- 
tered in the management of real estate 
by fiduciaries. It would be if they were 
all corporately owned. 


The members of this organization, who 
are also members of the Corporate Real 
Estate Association, pool their appraisals. 
This results in a saving by sometimes 
eliminating the necessity of obtaining 
an appraisal where one of a similar prop- 
erty, recorded recently, will supply suf- 
ficient data to determine whether an ap- 
praisal of the property under considera- 
tion is advisable. 





INVESTMENT POLICY 


Success in attaining the numerous ob- 
jectives justifies the recommendation of 
similar organizations in any City where 
there are a number of financial institu- 
tions handling real estate and mortgages. 
There is an additional advantage where 
these institutions are employing the ser- 
vices of or dealing with numerous real 
estate brokers. The recent threat of a 
stoppage of sales of all homes will place 
on the institutions the responsibility of 
continued management and of close asso- 
ciation with real estate brokers for the 
duration and for some years to follow. 

The construction of the homes of the 
future and the development of our cities, 
particularly the business sections, un- 
doubtedly will be greatly changed as the 
result of the war. New discoveries in 
materials entering into construction and 
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shifts in population will play an impor- 
tant part. We feel that through the 
members of the Corporate Real Estate 
Association we can attempt to interpret 
these changes and take steps to adjust 
our systems and methods to meet them. 
Through our Financial Institutions Divi- 
sion we profit by the experience with and 
the thoughtful consideration of these 
same problems by members of the real 
estate profession. Our combined efforts 
have and should continue to produce 
methods promoting the interests of all 
owners of real estate in our City. 
Editor’s Note: The author has 
kindly consented to answer inquiries, 
for any further details, from finan- 
cial institutions. Copies of the rul- 
ing regarding use of older dwellings, 
as referred to, will also be available. 


Easing Registration Requirements 


Simplification of regulations on new se- 
curities issues would encourage many cor- 
porations to finance “on their own,” reliev- 
ing government of that much of the burden, 
Albert H. Gordon, partner of Kidder, Pea- 
body & Co., New York, and a member of the 
Industrial Securities Committee of the In- 
vestment Bankers Association of America, 
declared at the recent annual convention of 
the National Association of Securities Com- 
missioners in St. Paul. Acknowledging that 
the government must do the lion’s share of 
the war financing, he argued that every- 
thing possible should be done to facilitate 
corporate financing through non-govern- 
ment channels. In that way, he said, the 
machinery of the nation’s capital markets 
could take the load from the Treasury of 
raising millions of dollars of what should be 
the business of private finance. 

As one specific means of encouraging the 
use of the regular financial machinery, Mr. 
Gordon urged that companies which had pre- 





viously filed registration statements with 
commissions regulating the issuance of se- 
curities, and had kept them up to date, be 
relieved of filing another detailed registra 
tion statement upon the issuance of new se 
curities. Using the General Motors Corpo: 
ration as an illustration, he said it had made 
arrangements to borrow hundreds of mil- 
lions of dollars on loans guaranteed by the 
government under the “V” plan. The loans 
run for 5 years and cost the corporation 2% 
per cent annually, of which % per cent goes 
to the government for its guarantee. 

“Tf General Motors could borrow public- 
ly,” Mr. Gordon said, “it could undoubtedly 
borrow for 5 years at 1% per cent and we 
are sure that it would have considered do- 
ing its financing through the public route 
if it were not for the long delay required 
for the SEC registration and the sacrifice in 
time and energy which would be required 
of its executives when they are so seriously 
needed for wartime operating problems.” 


through ten offices in six cities 
THE CITIZENS & SOUTHERN NATIONAL BANK 
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Prudent Investor Rule Proposed 


HE Pennsylvania legislature will have 
under consideration, in its next ses- 
sion, a bill to substitute the “Massachu- 
setts” or “prudent man” rule of trustee in- 
vestment, for the present statutory limita- 
tions which, it is generally claimed, have 
serious shortcomings. Reporting on this 
subject at the annual meeting of Group II 
Corporate Fiduciaries Association at Phila- 
delphia last month, Albert Whittlesey of 
the Pennsylvania Company for Insurances 
listed as the four major advantages of the 
bill that it would: 


1. Become unnecessary periodically to 
remodel the law in order to keep abreast of 
rapid changes in industry and investment. 


2. Make possible some measure of pro- 
tection against inflation. 


38. Obviate the threat of heavy deprecia- 
tion in bond values from changes in interest 
rates by providing broader diversification. 


4. Permit increase of present low income 
returns in legal trusts to partially offset 
higher costs of living (and taxes). 


MARYLAND 


TRUST COMPANY 
BALTIMORE 


Member 
Federal Reserve System 
Since 1917 


He pointed out that of 200 rail and utility 
bonds on the eligible list for trustees, all 
but one were selling above call price or if 
non-callable, at high premiums and negli- 
gible yields. With the state 4-mills tax, this 
practically forces all investment into Series 
G governments. Reviewing the historical 
ups and downs which affected contemporary 
legislative ideas of “safety,” Mr. Whittlesey 
said that the results in Massachusetts, as 
judged by the surcharge record, compared 
favorably with that of Pennsylvania under 
the “legals,” and cited the success to date 
of discretionary common trust funds, with 
maximum of 13% depreciation in market of 
any fund during a period of all-time lows 
of stock averages with income ranging from 
3% to 4% percent. 

As for smaller trust companies, with 
their limited facilities making both legisla- 
tors and judges, and themselves, chary of 
using broader discretion, he suggested pos- 
sibility of an organization which would pre- 
pare lists of approved bonds and stocks as 
based on centralized research similar to 
that of the Savings Banks Trust Company 
in New York. As an alternative, large 
banks might provide a fee service of analy- 
sis for their smaller correspondents. 


The president judge of Delaware County, 
John McDonough, argued, at the meeting, 
against going beyond the legal list because 
of the “hopelessness of trying to antici- 
pate what will happen years ahead.” In 
this, and his references to surcharge cases, 
he indicated the too prevalent misconcep- 
tion that the trustee is a guarantor on one 
hand, and that it can do nothing but hide 
behind the “solidity” of debt obligations— 
a practice that is not only the height of 
negation and self-protection but gives a 
false security and no protection of real 
value. He spoke also of the loss of public 
faith in banks as a result of investment— 
particularly mortgage—difficulties years 
ago as a continuing thorn. 


a 


Cooperative Investment Research 


The idea of a standardized factual re- 
port on investments available to a group of 
institutions is described in the October is- 
sue of The Trust Bulletin, by Stanley N. 
Shaw of Standard & Poor’s Corporation. 
The accomplishment is deemed especially 
important today in view of personnel losses. 
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Public Utility Finance During the War 


ROBERT H. O’BRIEN 
Commissioner, Securities and Exchange Commission 


N important factor responsible for 
A improving the financial condition of 
electric and gas utility companies in the 
past decade was the industry-wide re- 
funding program which began in 1935 
and continued through 1941. 


While investors in these refunding 
securities received lower returns, reflect- 
ing general trends, they gained from the 
fact that in the refunding process in- 
dentures were modernized, conflicts of 
interest affecting indenture trustees were 
eliminated, and numerous other im- 
provements were made in the economic 
and protective covenants of the mortgage. 
In some instances of high debt ratios, 
however, the outstanding debt should not 
have been perpetuated in entirety but 
some portion of it should have been con- 
verted into common stock. This point 
of view was strongly urged by the Com- 
mission in the well-known El] Paso case, 
where the Commission also pointed out 
that almost forty percent of the total 
fixed debt of the industry falls due from 
1965 to 1969, a possible future source of 
trouble to the utility industry.*** 


Relatively current figures prepared by 
our staff with respect to 190 operating 
subsidiaries of registered holding com- 
panies show that combined gross revenue 
fer the first six months of 1942 were 
approximately 9.7% higher than for the 
same period last year, but gross income 
after taxes, was down 6.6%; net income 
down 10.5% and the balance available 
for common stock after deducting pre- 
ferred dividend requirements was down 
15.1%, *** 


Accelerated amortization may provide 
a major source of funds for the financing 
of new utility construction during the 
war. Up to August 1942, seventy-five 
different electric or gas companies had 
applied for and obtained necessity cer- 
tificates for the accelerated amortization 
of approximately $200,000,000 of new 


Excerpts from address before Financial Section, 
American Life Convention, Oct. 1942. 


construction, and there is a steady flow 
of new applications each week. More- 
over, an examination of the current in- 
come statement filed with the Securities 
and Exchange Commission by about 190 
electric or gas utility companies reveals 
that a large proportion of the companies 
with substantial construction programs 
have taxable profits sufficient to absorb 
accelerated amortization for all or the 
greater part of their war construction 
expenditures.*** 


There is a real danger, which must be 
avoided, that some companies will engage 
in a “big week-end” and pay out in divi- 
dends that part of their net income which 
represents “tax savings” arising from 
the accelerated amortization deductions 
and let the years following the five-year 
period take care of themselves. These 


gains in present “net income” may be 
considered illusory, since they will be 


offset to a considerable extent—depend- 
ing on tax rates and other factors at the 
time—by correspondingly greater taxes 
subsequent to the five-year period.*** 


Utility companies that have an exces- 
sive amount of debt securities outstand- 
ing should, without question, use avail- 
able cash to reduce their debt even 
though the reduction of the debt elimin- 
ates a tax deduction for interest charges. 
Unless debt is reduced, or an equally 
acceptable alternative is adopted, bond- 
holders will find their position deter- 
iorating. In normal times, the use of 
depreciation and other internal funds 
for capital expansion results in the main- 
tenance of asset coverage for the bonds 
and offsets the depreciation of the exist- 
ing plant and equipment. 


In some cases, it may be desirable to 
invest surplus cash funds (to the extent 
indentures permit) in Government secur- 
ities. Since the income from these secur- 
ities is subject to some Federal income 
taxes, the average utility will save a lit- 
tle more by reducing debt rather than 
adopting this alternative.*** 
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Another alternative, that should have 
considerable appeal to the management 
and to the common stockholders, is the 
use of idle cash to retire preferred 
stock.*** 

Another aspect of utility operations 
during war which indicates the desir- 
ability of retention of substantial 
amounts of cash, or its equivalent in 
government bonds, is the possibility of 
breakdowns in equipment which may re- 
sult from the quite general overloading 
of facilities made necessary by current 
demands. This overloading portends a 
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shortened life for certain utility assets. 
Likewise, the factor of inadequate main- 
tenance arising out of priority restric- 
tions or manpower shortages points in 
the same direction of accelerated deprec- 
iation of facilities. 


A new domestic linoleum substitute, us- 
ing cellulose and fir resin oil, was an- 
nounced last month by the Forshage Com- 
pany in Sweden. Large scale production 
has been started after thirty months of ex- 
perimentation. 





DIVIDEND PAYMENTS OF COMMON STOCKS LISTED ON THE 
NEW YORK STOCK EXCHANGE 


— First 9 months of 1942— 


No. of Issues 

Listed 9/30/42 
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Amusement 

Automobile 

Aviation 

Building 

Business & Office Equipment 

Chemical 
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Financial 
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Garment 

Leather 

Machinery & Metal 

Mining 

Paper & Publishing 

Petroleum _. 

Railroad ___. 

Retail Merchandising = 

Rubber —_. ae 

Shipbuilding & Operating | 

Steel, Iron & Coke . 

Textile 

Tobacco 

All Public Utilities 

U. S. Cos. Operating Abroad 

- Foreign Companies - 

Other Companies 
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Number Paying 


Estimated 
Aggregate Amount of 
Dividend Payments in Per 
thousands: Cent 
ist 9 Months Change 


1941 1942 
8,242 $ 7,889 — 4.3% 
175,598 113,885 —35.1 
12,275 6,712 —45.3 
14,778 12,661 —14.3 
10,206 9,931 
179,721 152,564 
35,563 45,926 
9,787 10,827 
43,872 39,570 
80,542 74,197 
1,640 1,636 
7,598 8,399 
52,024 48,118 
66,724 63,202 
8,783 9,101 
128,059 126,187 
101,677 107,458 
83,144 78,596 
5,448 5,119 
4,228 5,003 
71,728 71,494 
13,424 11,771 
52,882 41,791 
235,732 218,027 
24,664 29,898 
37,389 37,969 
4,396 3,491 
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_ $37 578 591 149 278 186* $1,470,124 $1,341,422 


*Payments were reduced on 164 issues and eliminated or deferred on 22. 


From The Exchange, 


Oct. 1942. 
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Mortgage Investments in Wartime 


PPORTUNITIES for private lend- 

ing institutions to offset part of the 
wartime decline in new home mortgage 
investments through FHA-insured loans 
on sound existing dwellings are described 
in the current issue of the Insured Mort- 
gage Portfolio, official quarterly publica- 
tion of the Federal Housing Administra- 
tion. 

With new residential construction re- 
stricted to the most essential war hous- 
ing needs, the article states, mortgage 
financing involving new homes during 
the 12 months ending next June is not 
likely to exceed $1,000,000,000 and much 
of this financing has already been ar- 
ranged. Consequently, the actual new 
volume of new-home mortgage invest- 
ments will represent only a minor frac- 
tion of the normal mortgage program of 
institutional investors as a whole. 

Existing residential properties repre- 
sent the basic reservoir for residential 
mortgage investments in normal times, 
the article points out, as the annual vol- 
ume of new nonfarm construction rarely 
exceeds 2 percent of the total number of 
occupied dwellings. 


Two Favorable Factors 


Nationally, there are two outstanding 
factors which point toward increased 
activity in the financing of existing 
homes, both inside and outside war in- 
dustry areas, and which would support 
efforts of lending institutions to increase 
their portfolios of loans on such proper- 
ties, the publication declares. They are: 

1. Increased turnover of existing 
homes throughout the country is indi- 
cated (a) by the migration of workers 
into active war industry centers, (b) by 
the limitation of new construction to the 
officially designated war housing areas, 
and (c) by the reservation of such con- 
struction for occupancy by war workers. 

2. Increasing attention is being given 
to the desirability of placing all out- 
standing mortgage debt on an amortiz- 
ing basis, in support of one of the main 
planks of President Roosevelt’s anti-in- 
flation program. Such action is being 
actively favored by Federal fiscal agen- 


cies. As a result, opportunities are an- 
ticipated for a considerable volume of 
refinancing of unamortized mortgages or 
of multiple mortgages with a single 
amortizing mortgage. 


“Withdrawal of the competition of new 
houses from the largest segment of the 
national housing market,” the article 
states, “is the specific element strength- 
ening the market situation of existing 
home properties at this time. From the 
long-range point of view, on the other 
hand, existing houses present many 
points of competitive strength in com- 
parison with newly constructed houses. 
This is particularly true of low-cost 
housing where depreciated’ existing 
houses have provided a much greater 
proportion of the total supply than new 
homes. 


“Tt should also be recognized that, 
from a competitive standpoint, older 
houses by no means always come out 
‘second best as against new houses in 
the same valuation or rental ranges. In 
many instances, soundly constructed old- 
er houses may present advantages in 
size, location, or arrangements that will 
outweigh the attractions of newly con- 
structed dwellings to individual families. 


“With exercise of proper selectivity, 
the existing construction field would 
therefore appear to offer attractive op- 
portunities for the accumulation of a 
portfolio by the present special factors 
creating a strong market background 
for such loans, but also by favorable 
prospects for a satisfactory competitive 
position in the housing market when 
normal conditions return. 


“From the standpoint of mortgage se- 
curity, the same conditions surround 
the current opportunities for refinancing 
outstanding unamortized or multiple 
mortgages with a single, amortizing loan 
as are presented by loans resulting from 
change in ownership of existing prop- 
erties. Moreover, in addition to support- 
ing the Government’s anti-inflation pro- 
gram, such _ refinancing transactions 
clearly strengthen the Nation’s mortgage 
structure as a whole.” 
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Under the FHA program, facilities 
are available under Section 203 of the 
National Housing Act for insurance of 
a substantial volume of mortgages on 
one- to four-family existing dwellings 
which satisfy FHA credit requirements 
and FHA minimum standards as to 
soundness of construction and location. 


Profit Makers Increase 


The number of manufacturers, whole- 
salers and retailers who made a profit dur- 
ing the first half of 1942 was far in excess 
of those reporting profits in 1940, according 
to result of a survey released last month by 
Dun & Bradstreet. Eighty-nine per cent of 
manufacturers reporting registered profits, 
92 per cent of the wholesalers and 83 per 
cent of the retailers. 

According to the Treasury Department’s 
figures for 1940, 56 per cent of manufac- 
turers reported a profit, 60 per cent of the 
wholesalers and 48 per cent of the retailers. 

The profit status of 10,525 retailers by 
size groups based on half-year’s sales dur- 
ing the first half of 1942 was as follows: 
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%o of Concerns 
Reporting 


Over $150,000 

$50,000 to $150,000 : 
$25,000 to $ 50,000 

$15,000 to $ 25,000 

$10,000 to $ 15,000 

$ 5,000 to $ 10,000 

Less than $5,000 _ 


All reporting concerns _____. 


*Because these size groups must be based on a 
half-year’s sales, the breaking points have been 
derived by dividing the usual census groupings in 
half (viz. $25,000 to $50,000 instead of $50,000 to 
$100,000). Sales for the first six months are not 
necessarily half of the annual sales, particularly 
if the business is seasonal. 


The profit status of various types of re- 
tailers for the first half of this year was 
as follows: 

First Half of 1942* 

Concerns P.C. 

Report- with 

Type of Store ing Profit 


Department . = Seaeee 97 97 
237 

_.. 2538 
_ 637 


Farm and garden supply os 
Family clothing — 
Women’s ready-to-wear 
Variety 

Jewelry wah ios 
Men’s clothing 

Shoe 


=, S38 
_ 188 
737 
eer, _. 358 
Dry goods and gen. mdse. _ 615 
Auto accessories Tae 
Farm implement dealers —— 
Hardware =e 492 
Fuel and ice dealers - ; _. 847 
_.. 653 
_ 706 
673 


~ sa oa : 
Lumber and bldg. materials a 
Radio and musical instru- 
8 SEE ea. 
General stores _ 411 
Household appliance dealers. 256 
Paint and glass ___. _.. 150 
Restaurants -.............-.- _ 238 
Grocery and meat __. 912 
Filling stations —........... 519 
Bakeries, caterers 91 
Motor-vehicle dealers . 492 
Garages 140 
Grocery 
Meat markets 
Drinking places 


All reporting concerns _..10,525 

*Figures were collected by Dun & Bradstreet in 
1942 midyear survey mostly by personal calls of 
reporters, but some by mail. 





CURRENT EVENTS 


Where There’s A Will... 


EORGE M. Cohan, the late “song 
J and dance man,” left a will and a 
codicil, disposing of an estate formally 
valued at “more than $20,000,” in which 
he named as executor his friend and legal 
adviser Dennis F. O’Brien, with Mr. 
O’Brien and the Bank of the Manhattan 
Company as trustees. The will, dated 
March 2, 1939, left the estate, one-quar- 
ter outright and the rest in trust, to be 
divided equally among his widow and 
four children. The codicil, executed 
October 23, 1941, directed, however, that, 
irrespective of any provisions to the con- 
trary in the will, sufficient money should 
be made available to “permit of the car- 
ing for my beloved wife in quite the 
same way as I have cared for her prior 
to my death” and that this care should 
have priority over any other provisions. 
The children are to receive the principal 
of their trust funds in installments at 
specified ages, and under the codicil if 
the income of any trust falls below $100 
a month the deficit may be made up out 
of principal. In the will, the beloved 
stage star indicated his intention of set- 
ting up a corporation to take over title 
to all of his dramatic and musical com- 
positions and copyrights. The codicil 
left this to the discretion of the execu- 
eae 


The Fidelity Trust Company of Pitts- 
burgh and Allen S. Davison are named 
executors of the estate of George Stewart 
Davison, former president of the Gulf 
Refining Company and noted engineer 
and industrialist. At his death, Mr. 
Davison was chairman of the board of 
the Pittsburgh Coke and Iron Company, 
as well as an officer or director in other 
corporations. At one time he was pres- 
ident of the American Society of Civil 
Engineers and of the American Institute 
of Consulting Engineers . . . Seward 
Prosser, chairman of the board of Bank- 
ers Trust Company of New York, named 
that institution executor and trustee in 
his will . . . Charles P. Neill, United 
States Commissioner of Labor under 
Presidents T. Roosevelt, Taft and Wilson, 
appointed American Security & Trust 
Company of Washington, D. C., and his 


widow as executors and trustees of his 
will . . . The First National Bank of 
Chicago is serving as co-executor under 
the will of Ira Nelson Morris, former 
Minister to Sweden, who was widely 
known also as a financier and author. 
The bulk of his estate, which exceeds 
$1,000,000, will eventually be used to 
establish a foundation for the investiga- 
tion and treatment of nervous and mental 
diseases... 
* * * 


ARON Alphonse de Rothschild, mem- 
ber of the famed banking family, 
left a will on his death recently, the 
major portion of which will not take 
effect. The Baron bequeathed all his 
estate to his wife but provided, in elabor- 
ate detail, for trusts for his issue in the 
event his wife predeceased him. How- 
ever, she survives and thus takes the es- 
tate outright. The widow is named ex- 
ecutrix, and if she is not able to act for 
any reason, successors are named, the 
third being Chemical Bank & Trust 
Company of New York. The estate is 
estimated at between $75,000 and $100, 
000, not taking into account the Baron’s 
European holdings. The report of the 
special guardian for his two infant chil- 
dren shows that shortly before the Baron 
executed his will in 1940, he and his wife 
created an inter vivos trust of some 
$400,000, with income to the settlors for 
life, and remainder to their issue . 
Lynn P. Talley, former governor of 
the Federal Reserve Bank of Dallas, died 
last month leaving a will written in pen- 
cil on an old envelope dated Jan. 21, 1915. 
The will leaves his estate of over $25,000 
and insurance totalling more than $80,- 
000 to his wife and children. Mr. Talley 
thoughtfully wrote the number of his 
safe deposit box on a corner of the en- 
velope... 
* * * 


ANIEL Willard, president of the 

Baltimore & Ohio Railroad from 
1910 to 1941 and chairman from then 
until his death this summer, named the 
Fidelity Trust Company of Baltimore, 
executor and trustee of his will. J. Parke 
Channing, former president of the Min- 





ing and Metallurgical Society of Amer- 
ica and of the Tennessee Copper Com- 
pany, left $17,000 in cash bequests to two 
friends and several relatives, dividing 
the residue of his estate into four parts, 
two going to a brother and one each to 
a niece and a nephew. The Chase Na- 
tional Bank of New York and Henry 
Kaufman were named executors in the 
will . . . The First National Bank and 
Trust Company of Montclair, N. J., and 
Anna Thompson are designated execu- 
tors and trustees of the estate of Milton 
T. Thompson, civil and electrical engin- 
eer who participated in the construction 
of some of the world’s largest dams, in- 
cluding the Dnieprostoy dam part of 
which was destroyed by the Russians 
before it fell into German hands last 
year... Archibald M. L. du Pont, who 
left E. I. du Pont de Nemours to form 
his own munitions company during the 
World War, named the Delaware Trust 
Company of Wilmington, of which he was 
a director, and Attorney John Hemphill 
of Philadelphia, as executors of his will 
which left his entire estate to members 
of the family... 


John W. Garrett, American Ambass- 
ador to Italy from 1929 to 1933, be- 
queathed his home, Evergreen House, one 
of the most noted private establishments 
in Baltimore, and his notable collection 
of rare books, to Johns Hopkins Univer- 
sity. The bulk of his estate other than 
these items is placed in trust with the 
Safe Deposit and Trust Company, Mrs. 
Garrett and B. H. Griswold for the bene- 
fit of Mrs. Garrett, who will receive an 
annuity of $25,000, which may be in- 
creased by unanimous decision of the 
trustees. The named trustees are also 
the executors of the will... 


HOLLY KNICKERBOCKER, society 

editor of The New York Journal- 
American, left a simple will in which he 
gave minor bequests to his sister and 
brother-in-law and the residue to his 
mother, whom he named executrix. In 
a footnote to the document, Knicker- 
bocker, who in real life was Maury H. 
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B. Paul and listed in the Social Register, 
“requested” that his mother convert all 
his estate into cash and re-invest in 
securities legal for trust funds. But he 
emphasized that she was to have full 
power to do as she pleased because he 
wanted her “to be entirely happy”... 


Wilbur Glenn Voliva, ruler of the relig- 
ious colony of “Zion” on Lake Michigan, 
whose life reads like an Arabian: fairy 
tale, died the early part of October, 1942. 
Denying science, he profited from its 
products to succeed in making Zion City 
a self-contained community of 6400 peo- 
ple. All industries, institutions, schools, 
colleges, publishing houses, etc., were 
owned by the “colony.” His estate once 
valued at over $10,000,000, he died leav- 
ing about $12,000 and a life insurance 
policy of a few thousand dollars. His 
wife and daughter were appointed exec- 
utrices ... 


Chamber of Will Horrors 
No. 5. “Snuff” Said 


Once again the famous Garrett case 
has come into the news. Recently, the 
Orphans Court in Philadelphia re- 
sumed hearings on the more than 
25,000 claims to the $17,000,000 es- 
tate of Mrs. Henrietta Schaefer Gar- 
rett, widow of a snuff manufacturer. 
It seems that after she died in 1931, 
Mrs. Garrett’s financial adviser pro- 
duced a letter from her to him, dated 
in 1921 and headed “A Request,” 
which instructed him to “give out of 
my estate ... as per the following 
amounts,” the bequests totalling $62,- 
500. The adviser contends that the 
rest of the $17,000,000 (now grown 
past $20,000,000) was meant to go to 
him. “Relatives” claim the estate as 
on intestacy while the State argues 
that there were no heirs and therefore 
everything should escheat to it. In the 
meantime, the battle to test the claims 
of persons from 46 states and 29 for- 
eign countries go on, because Mrs. 
Garrett didn’t bother to make a decent 
will. 





CURRENT EVENTS 


Personnel Changes in Trust Institutions 


CALIFORNIA 


Los Angeles—Four trust officials from 
the headquarters here of Bank of America 
N. T. & S. A. have received commissions in 
the armed forces. They are: A. K. KIES- 
TER, trust operations officer for Southern 
California, is Captain, Procurement Dept., 
U. S. Army; EUGENE M. KENNEDY, 
trust officer in charge of probates, is First 
Lieutenant in the Adjutant General’s Dept.; 
FRANCIS N. SMITH, assistant trust offi- 
cer, is a Navy Ensign and gunnery officer; 
and EVAN H. SWEET, assistant trust 
officer, is First Lieutenant in the Intelli- 
gence Division of the Marine Corps. 


San Francisco—B. L. OTTOBONI, as- 
sistant trust officer of Crocker First Na- 
tional Bank, is now in the U. S. Armed 
Forces. 


CONNECTICUT 


Danielson—J. LEO BODO has succeeded 
NATHAN D. PRINCE as president of 
Windham County National Bank. JOSEPH 
W. POWDRELL is chairman of the board, 
a newly created post, and HARRY E. 
MAGOON has been promoted to cashier and 
trust officer. 


DELAWARE 


Wilmington—JOHN H. HOFFMAN, C. 
JUDD STEWART and WILLIAM H. 
SOULE have been elected trust officers of 
the Equitable Trust Company. Mr. Hoff- 
man comes 
from the Gir- 
ard Trust 
Company of 
Philadel- 
phia which he 
joined in 1929 
and of which 
he lately was 
assistant trust 
officer. He is 
a member of 
the Bar of the 
United States 
Supreme Court 
and of Penn- 
sylvania. Mr. 

Stewart has J. H. HOFFMAN 

been with the Equitable since 1933, having 
been elected assistant trust officer in 1937. 
Mr. Soule is a former examiner in the 
Pennsylvania State Banking Department 


and the Federal Reserve Bank of Philadel- 
phia, joining the Equitable in 1936 and be- 
ing made assistant trust officer in 1938. 


FLORIDA 
Orlando—JACK KLINE, assistant trust 
officer of the First National Bank, is an 
Ensign in the U. S. Navy, stationed at 
Miami. 


GEORGIA 
Atilanta—LEWIS F. GORDON, public re- 
lations officer of the Citizens and Southern 
National Bank, has been elected vice pres- 
ident. 
ILLINOIS 
Chicago—EDWARD A. BERNDT, as- 
sistant trust officer of the American Na- 
tional Bank & Trust Company, has been 


commissioned lieutenant (j.g.) in the U. S. 
Navy. 


KANSAS 


Kansas City—Last month, it was erron- 
eously reported that E. 8S. McANANY was 
elected president of the Kansas Trust Com- 
pany of Kansas City, Missouri. 


As previ- 
ously reported here, Mr. McAnany was 
chosen president of the Kansas Trust Com- 
pany in Kansas City, Kansas. 


KENTUCKY 
Newport—JOSEPH A. MEAGHER has 
been elevated from executive vice president, 


cashier and trust officer to succeed the late 
ROY MEGERLE as president. 


MARYLAND 

Baltimore—RICHARD T. BRADY and 
GEORGE BLAKISTON, formerly assistant 
trust officers of the Equitable Trust Com- 
pany, are now Captains in the U. S. Army. 

Baltimore—J. HAMBLETON OBER, vice 
president and trust officer of the Baltimore 
National Bank, is now Lieutenant Colonel 
in the Army Specialists Corps. TEVIS I. 
GREENLAND, assistant trust officer, has 
been granted a leave of absence to serve in 
the Navy. 


MICHIGAN 


Detroit — C. STEWART BAXTER has 
been elected assistant vice president and 
assistant trust officer of the National Bank 
of Detroit. Mr. Baxter, a member of the 
law firm of Prescott, Coulter & Baxter, 
joins the trust department as a result of the 
steady growth of its trust business. 





NEW YORK 


Buffalo — FRANCIS A. SMITH has 
been advanced to vice president of the 
Marine Trust Company. 

New York—R. C. GUNNELL and RICH- 
ARD SHIELDS, assistant trust officers of 
Bankers Trust Company, are now serving 
in the armed forces. 

New York—FREDERICK E. HASLER 
has been elected president of the Continen- 
tal Bank & Trust Company, to succeed the 
late FREDERICK H. HORNBY. Mr. Has- 
ler will continue to occupy the chairman- 
ship of the bank’s board of directors. 

New York—WILLIAM R. WHITE has 
resigned as State Superintendent of Banks 
to become vice president of the Guaranty 
Trust Company. Mr. White had been 
Superintendent since 1936 when, at the age 
of 32, he became the youngest person ever 
named to that office. His tenure of almost 
seven years is the next to the longest in the 
9l-year history of the Department. Mr. 
White is a member of the Bar and is a 
former president of the National Associa- 
tion of Supervisors of State Banks. With 


the Guaranty, Mr. White will be general 
banking officer for the area which includes 


New York, New Jersey, Maryland, Dela- 
ware and the District of Columbia. 

New York—WILFRED WOTTRICH has 
been promoted to vice president in charge 
of the personal trust department of Man- 
ufacturers Trust Company, succeeding EL- 
LIOTT DEBEVOISE, now stationed at the 
Fifth Avenue and 43rd Street Branch. Mr. 
Wottrich has been with the Manufacturers 
and its predecessors for eighteen years, the 


WILLIAM R. WHITE 


FREDERICK E. HASLER 
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last ten as trust officer. Among the direc- 
torships which he holds is one of the Yankee 
Baseball Club. 

New York—S. SARGEANT VOLCK has 
been elected vice president of the Marine 
Midland Trust Company. 

New York—GRANGER COSTIKYAN 
and JAMES H. EWART have been elected 
asistant trust officers of the New York 
Trust Company. 


NORTH CAROLINA 


Fayetteville—_E. H. FOLEY, associate 
trust officer of Branch Banking & Trust 
Company, is now a private in the U. S. 
Army. 

Winston-Salem—COLEMAN C. WALK- 
ER, formerly trust officer of Wachovia 
Bank and Trust Company, has been ap- 
pointed assistant vice president. 


OKLAHOMA 


Miami—C. H. MULLENDORE, cashier 
and trust officer of the First National Bank, 
has been elected vice president and cashier. 


PENNSYLVANIA 


Philadelphia—MORTON SMITH, 39-year 
old head of the Trust Investments Division, 
has been made Vice President of the Girard 
Trust Company. 

Important changes are also made in the 
Tax Division and in the Estate Planning 
Division, reflecting the growing importance 
of Federal taxes in the planning and man- 
agement of estates. G. WILBUR HORNS- 
BY, manager of the Tax Division, is made 
trust officer, as is LEWIS H. KIRK, ad- 
vanced from assistant trust officer. WIL- 


WILFRED WOTTRICH 





CURRENT EVENTS 


LIAM A. MONCURE, an attorney and 
formerly estate tax specialist in the office 
of Chief Counsel of the Bureau of Internal 
Revenue, was brought to the Company to be 
head of the Estate Planning Division. Also 
in the Estate Planning Division, ROBERT 
H. WILSON, public relations representa- 
tive, and JAMES W. MOREHOUSE, estate 
consultant, are promoted to assistant secre- 
taries. 


In the Trust Investments Division, which 
handles nearly a billion dollars in trust 
and investment advisory accounts, F. W. 
ELLIOTT FARR, statistician, is made 
trust investments officer. ALLEN M. TER- 
RELL and G. ODELL FLETCHER are 
promoted to be assistant trust investments 
officers. 


PAUL B. BRANIN, a member of the 
Bar, who has had wide experience as a 
Federal Reserve Examiner, is elected an 
assistant trust officer. Also given that 
title are J. HARVEY RIDDELL, S. 
DAVID HART and HORACE P. CAM- 
DEN, JR. 


WILLIAM M. BOENNING, JR., proper- 
ty manager, is promoted to assistant real 
estate officer. 


Philadelphia—ROBERT COLTMAN has 


been elected assistant trust investment of- 
ficer of Provident Trust Company. 


Pittsburgh—ROBERT L. SMITH JR., 
has been appointed trust representative of 
Commonwealth Trust Company. 


Pittsburgh—BAILEY H. MOORE, for- 
merly assistant vice president of the Alle- 
gheny Trust Company, has been appointed 
vice president 
and trust offi- 
cer. B. A. 

HOLMQUIST 

was elected 

auditor and as- 

sistant trust 

officer. Mr. 

Moore started 

with the Alle- 

gheny Trust 

Company in 

1935 as man- 

ager of the 

real estate and 

mortgage de- 

partments. Be- 

fore joining BAILEY H. MOORE 

the Allegheny Trust Company, he was en- 
gaged in the manufacturing business in 
Maryland and was later a real estate oper- 
ator and builder in Pittsburgh. He enlist- 
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ed in the U. S. Army in 1917 and became 
a second lieutenant of infantry. Mr. Holm- 
quist, who joined the Allegheny in 1937, 
formerly was an examiner with the Federal 
Deposit Insurance Corporation. 


TEXAS 


Fort Worth—ED. H. VINTON has been 
elevated to the presidency of the Continen- 
tal National Bank. 


Galveston—NORVAL A. DICKEY, for- 
merly assistant national bank examiner, 
has been elected assistant cashier and as- 
sistant trust officer of Hutchings-Sealy Na- 
tional Bank. 


UTAH 


Salt Lake City—WILLIAM J. FITZ- 
PATRICK, assistant trust officer of Walker 
Bank & Trust Company, is now a Captain 
in the chemical warfare service of the U. S. 
Army. 


VIRGINIA 


Richmond—W. H. METZGER has been 
advanced to vice president of Central Na- 
tional Bank; MARVIN L. PRESSON to 
vice president and cashier; WILLIAM B. 
JACOBS to. assistant vice president and 
trust officer; and CECIL M. RHODES to 
assistant trust officer. 


WASHINGTON 


Walla Walla—EMMETT A. MALLA- 
GHAN has been elevated from vice presi- 
dent and trust officer to president of the 
First National Bank. 


WEST VIRGINIA 


Charleston—H. B. LEWIS has been elect- 
ed president of Kanawha Banking & Trust 
Company, succeeding the late HARRISON 
B. SMITH. 


Charleston—CHARLES F. GORE, trust 
officer of the National Bank of Commerce, 
is now serving with the U. S. Armed 
Forces. 


NEW ZEALAND 


Wellington—W. G. BAIRD has been pro- 
moted from Assistant Public Trustee to 
Public Trustee of the Public Trust Office, 
to succeed E. O. HALES who retired. F. 
MEENEER, formerly Chief Accountant, 
was named to fill the vacant position of 
Assistant Public Trustee. 





Trust Institution Briefs 


Savannah, Ga. — Col. JOSEPH H. 
THOMPSON, vice president and trust offi- 
cer of the Savannah Bank & Trust Com- 
pany, was recently appointed commander of 
the control center here. 


Atlanta, Ga—The Trust Company of 
Georgia and its affiliated banks throughout 
the State held a joint business conference 
of officers of the group here last month. 
This marked the first time that representa- 
tives of the seven institutions have assem- 
bled for discussion of banking and trust 
problems. JAMES C. SHELOR, senior 
trust officer of the Trust Company of 
Georgia, presided over the trust meeting. 


Anderson, Ind.—J. HARRISON McLAIN, 
trust officer of the Anderson Banking Com- 
pany, has been named by the Indiana 
Bankers Association to head a group of 19 
trust men who will study trust legislation 
needs for presentation at the next session 
of the Indiana General Assembly. 


Boston, Mass. — The Webster & Atlas 
National Bank has purchased the assets of 
the Morris Plan Banking Company here, 
the business to become part of the personal 
loan activities of Webster & Atlas in new 
quarters. 


Kansas City, Mo.—A. B. EISENHOWER, 
vice president of the Commerce Trust Com- 
pany, is a brother of Lt. Gen. Dwight D. 
Hisenhower. 


Flemington, N. J.—The Hunterdon Coun- 
ty National Bank has been granted trust 
powers by the Federal Reserve Board. 


New York, N. Y.—Title Guarantee & 
Trust Company has issued an excellent 
analysis of the Soldiers’ and Sailors’ Civil 
Relief Act as recently amended. 

Coshocton, O.—The Commercial National 
Bank has changed its name to First Na- 
tional Bank of Coshocton. 

Tulsa, Okla—ROY M. HUFF, trust of- 
ficer of the First National Bank and Trust 
Company, is an instructor on Government 
Contract Procedure in the University of 
Tulsa downtown college. 

Pittsburgh, Pa.—Stockholders of the Un- 
ion Trust Company and the Union Savings 
Bank have approved plans to make the lat- 
ter a branch of the former to be known as 
the Frick Building Branch. 

Austin, Tex.—The Capital National Bank 
has been granted trust powers by the Fed- 
eral Reserve Board. 
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Houston, Tex.— DEWITT T. RAY, vice 
president and trust officer of the First 
National Bank, has been named by W. L. 
HEMINGWAY, president of the American 
Bankers Association, to be vice president of 
the A.B.A. for Texas. 

Temple, Tex.—The Temple National 
Bank has been granted trust powers by 
the Federal Reserve Board. 

Norfolk, Va.—The National Bank of 
Commerce recently celebrated its 75th 
birthday by making a concerted drive to 
increase the sale of war bonds. 

Spokane, Wash.—CONNER MALOTT, 
vice president and trust officer of the Spo- 
kane & Eastern Branch of Seattle-First 
National Bank, has been elected State vice 
president of the Trust Division of the 
A.B.A. 

Toronto, Ont. — The Toronto General 
Trusts Corporation has issued a revised 
booklet on the Dominion Succession and 
Gift Tax to reflect the recent amendments 
made in the laws governing these levies. 


In Memoriam 


Frank G. Willis: vice president of the 
Crocker First National Bank of San Fran- 
cisco. 


Frederick H. Hornby: president of the 
Continental Bank & Trust Company of New 
York. 


Horace G. Hill, Sr.: chairman of the board 
and former president of Nashville (Tenn.) 
Trust Company. 


Edward A. Cuthbertson: president of the 
Continental Bank and Trust Company of 
Salt Lake City. 


Arthur A. Welsh: trust officer of The 
Cleveland Trust Company; trustee and 
assistant treasurer of Children’s Fresh Air 
Camp and Hospital of Cleveland. 


Oliver C. Fuller: former president of the 
Trust Division, A.B.A., First Wisconsin 
Trust Company and First Wisconsin Na- 
tional Bank, Milwaukee. 


H. L. Standeven: former vice president of 
the Trust Division, A.B.A., and Exchange 
Trust Company, Tulsa. 


Omer N. Custer: president of the First 
Galesburg (Ill.) National Bank & Trust 
Company, and former Illinois state treas- 
urer. 
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The Revenue Act of 1942 


Changes Affecting Estates and Trusts Outlined 


HENRY N. ANDREWS 
Vice President, Old Colony Trust Company, Boston 


HE Revenue Act of 1942 has re- 

ceived probably as lengthy and as 
thorough deliberation by Congress as 
any previous Revenue Act, and the re- 
sult has been, in general, a satisfactory 
piece of legislation. Senator George is 
to be commended for bringing out, 
under most trying conditions, a revenue 
producing Act which bears as equitably 
as it can upon the public in general. 
If the expenditures side of the Govern- 
ment household could be as capably 
handled, there would undoubtedly be 
a more comfortable feeling as to the 
general financial situation. 

Practically all the changes included 
in the new Act have a bearing directly 
or indirectly on the activ- 
ities of fiduciaries. Pos- 
sibly the change which 
affects us most materially 
in a business way is the 
amendment to Section 23 
of the Code, broadening 
the classification of gen- 
eral trade or business ex- 
penses so as to allow the 
creator of a trust or 
agency account to deduct, 
as a business expense, the 
fee charged by us in a 
fiduciary or custodian ca- 
pacity. This should act 
as an incentive to the plac- 
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ing of trust and custodian accounts in 
the hands of corporate fiduciaries, 
since the government will, in effect, be 
paying a part of the fee, the propor- 
tion increasing with the income bracket 
of the creator of the account. 

This provision will naturally have a 
bearing on the practice, which is be- 
coming more and more universal, and 
is unquestionably very equitable, of 
charging trustees’ fees in whole or in 
part against principal. Since this busi- 
ness expense is of course one which is 
chargeable only against income, there 
will be no comparable benefit for fees 
which are chargeable to principal. It 
should be noted that this provision is 

made retroactive to cover 
taxable income received 
after December 31, 1938, 
and to earlier years as, for 
instance, where waivers 
have been signed or addi- 
tional taxes have been paid 
in recent years. As some 
accounts have been aud- 
ited by revenue agents and 
this expense deduction dis- 
allowed, applications for 
refund are now in order. 


The Victory Tax 


HE large increases in 
individual normal and 
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surtaxes, together with the Victory Tax, 
create a burden on the average wage 
earner or salaried man which must be 
given serious consideration by corporate 
fiduciaries so far as their own person- 
nel is concerned. Let us assume, for 
instance, the case of such an employee, 
married and having no dependents, 
with a gross income of $2,500. During 
the current year a tax of $66 would be 
paid. In 1943 such a person will have 
a Federal tax burden, including the 
Victory Tax, of about $280, with a cred- 
it in 1944 of some $37 to be applied 
against the purchase of war bonds, in- 
surance premium payments, debt pay- 
ments, etc. In other words, the actual 
cash outlay in 1943 will jump from $66 
to about $280. This will undoubtedly 


create considerable difficulty which may 
even be tragic in some cases unless 
arrangements, comparable to that of the 
Victory Tax, are made for withholding, 
as the wages and salaries are paid. 


The Victory Tax procedure, which is 
a decided innovation in income taxa- 
tion, has many features which may 
make this form of taxation permanent. 
It has a base which will allow it to 
be modified and enlarged so as to in- 
clude the benefits of the much discussed 
Rum! plan. The desirable features of 
the Rum! plan seem to be taking hold 
of the whole country quite vigorously, 
particularly with those who are giving 
taxation questions more than passing 
thought and study. 


The Victory Tax seems to have as 
its chief objection that it discriminates 
against the great majority of those peo- 
ple who receive their income in the form 
of wages and salaries, where the tax is 
withheld at the source, in favor of those 
who receive their income in the form 
of interest and dividends, where the 
tax is not collected until a year later. 
While this inequity will wash out in 
the later returns, it would seem that 
some procedure could be devised so 
that the taxation of 1943 unearned in- 
come would be included in 1943 returns 
even though it were estimated on the 
basis of 1942 income and adjusted in 
the next return. With these refinements 
and such adjustment in rates as may be 
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Income Tax at a Glance 


Personal exemptions have been reduced 
from $1,500 to $1,200 for married per- 
sons, and from $750 to $500 in the case 
of single persons. The credit for de- 
pendents has been cut to $350. The nor- 
mal tax has been increased from 4% to 
6%. The surtax ranges from 13% on 
the first $2,000 of taxable income to 
82% of over $200,000. In addition, 
the new Victory Tax will take 5% 
of individual incomes which exceed $624 
a year. Taxpayers may elect, as an off- 
set to the Victory Tax, either a post war 
refund or a current credit for life in- 
surance premiums, debt deductions, or 
increased purchases of United States 
Bonds. In either event the amount is 
limited to the lesser of the following: 


Single person: 25% of tax or $500. 
Married person: 40% of tax or $1,000. 
Each dependent: 2% of tax or $100. 


As an example, total taxes, (normal 
surtax and victory), for married man 
with no dependents would be: 


Income 
Gross Tax Victory 
Income Act 1942 Tax Tax** 


$600. $0.00 $0.00 $0.00 
800. 0.00 8.80 5.28 
1,000. 0.00 18.80 11.28 
1,200. 0.00 28.80 17.28 
1,500. 20.40 43.80 46.68 
1,800. 70.08 58.80 105.36 
2,000. 103.20 68.80 144.48 
2,200. 136.32 78.80 183.60 
2,500. 186.00 93.80 242.28 
3,000. 268.80 118.80 340.08 
4,000. 446.40 168.80 547.68 
5,000. 639.00 218.80 770.28 
6,000. 839.60 268.80 1,000.88 
7,000. 1,068.20 318.80 1,259.48 
8,000. 1,296.80 368.80 1,518.08 
9,000. 1,561.40 418.80 1,812.68 
10,000. 1,826.00 468.80 2,107.28 
20,000. 5,448.00 968.80 6,029.28 
30,000. 10,380.00 1,468.80 11,261.28 
50,000. 21,882.00 2,468.80 23,363.28 
100,000. 55,784.00 4,968.80 59,752.80 


*Allowance of 10% made in lieu of statutory 
deductions, and maximum earned income credit 
used. 


**The difference between the sum of the first 
two columns and this total represents the amount 
of post-war credit. 


Total 





FIDUCIARY LAW 


necessary to meet desired revenue, it 
would seem that such a tax could be 
made to include the normal and surtax 
and thereby adopt the practical benefits 
of the Ruml plan and also of the sug- 
gested tax on spending or a general 
sales tax. It has the almost imperative 
advantage of producing the large rev- 
enue which our current obligations 
demand. 


Capital Gains and Other Amendments 


FURTHER provision which affects 

fiduciaries probably to a greater 
extent than other taxpayers is the pro- 
vision with regard to amortization of 
premiums paid on purchase of bonds. 
In order that the holders of wholly tax- 
free bonds may not have the advantage 
which they had in the past of not only 
excluding the income from taxation but, 
where the bond was bought at a prem- 
ium, of receiving the benefit of capital 
loss on maturity or sale, the law now 
provides that the holders of such bonds 
must take amortization from year to 
year (a mere bookkeeping record so far 
as taxes are concerned) so that at ma- 
turity there will be no premium left 
with which to claim a capital loss. In 
the case of taxable bonds, this provision 
to allow amortization seems to be most 
equitable and is in accord with the 
usual probate practice of fiduciaries. 


The statutory changes in the han- | 


dling of profits and losses effected in 
the sale of capital assets warrant us 
in not only checking our own security 
values most carefully but in recom- 
mending to our beneficiaries and to 
others who depend upon us for assist- 
ance in such matters that an expert 
review be made to determine not only 
what losses and profits should be taken 
but what sales should be made in order 
to readjust tax cost values. 


Capital assets held more than six 
months are now deemed long-term assets; 
those held less than that are short-term. 
As to the former, 50% of the gain or loss 
is recognized while on short-term assets 
itis 100%. Regardless of the time held, 
losses or gains can now be applied as 
an offset against each other. The tax- 
payer may elect to pay a flat 25% tax 
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on actual net capital gain, and net capital 
losses may be applied against other in- 
come up to $1,000, with a carry-over of 
unused net loss for a period of five years. 

The reversal of procedure with regard 
to the taxation of income from trust 
fund annuities and divorce trusts, under 
the provisions of which the income is 
now taxable to the recipient, seems to 
be the proper solution of a matter which 
has been troublesome in the past. How- 
ever, it involves the necessity of fairly 
prompt action on the part of fiduciaries 
in correcting their records and also in 
advising beneficiaries of the change 
which may in certain instances make a 
drastic cut in their spendable income. 

The change in the manner of taxation 
of income of a decedent accrued up to 
the date of death, and of income which 
is distributed by a fiduciary in a taxable 
year and 65 days thereafter, particularly 
so far as income is included with a com- 
plete distribution of an estate or trust, 
should be very carefully studied by fiduc- 
iaries not only from the viewpoint of 
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their own records but in order that their 
distributees may be properly advised. 
Under the new law, income accruing on 
decedent’s death will be taxed to the per- 
sons who actually receive it, be they per- 
sonal representatives or heirs. To close a 
loophole in the case of trusts which 
provided for distribution of income in 
a succeeding year if the beneficiary 
were alive at the specified date, income 
distributed within 65 days after the 
close of the taxable year is now con- 
sidered distributed within the taxable 
year. It would appear that distribu- 
tions made the first 65 days of 1942 are 
not allocable to 1941 but that the first 
application of this amendment is to dis- 
tributions made in the first 65 days of 
1943. 

(For pension trust changes see 473.) 


Estate Tax Changes 


HE main change in the estate tax 

is in the general exemption which 
has increased from $40,000 to $60,000 
and the elimination of the special $40,- 
000 of life insurance exemption. As is 
apparent, this benefits all estates of per- 
sons having no taxable life insurance 
and reduces the aggregate exemption by 
$20,000 in those cases where there is 
at least $40,000 of taxable life insur- 
ance outstanding. 

The test for inclusion of insurance 
proceeds in the gross estate has been 
restated so that now such proceeds are 
part of the estate (a) if and to the 
extent that the decedent paid premiums 
on the policies, or (b) if the decedent 
retained at his death any incidents of 
ownership either alone or in conjunc- 
tion with any other person. 

If the debts of a decedent exceed the 
value of his estate which under the law 
of his domicile is available for credi- 
tors, the new Act provides that the ex- 
cess may not be deducted from non- 
testamentary assets includible in the 
estate for tax purposes. 

Another new provision permits the 
deduction of property previously taxed 
under the section relating to powers of 
appointment. A further provision, re- 
troactive to June 6, 1932, allows a de- 
duction for property which had been 
taxed previously only under the addi- 


TRUSTS and ESTATES—November 1942 


tional estate tax. This corrects the for- 
mer inequitable situation which per- 
mitted deduction only of property sub- 
ject to the basic estate tax. 


Two changes are made with respect 
to charitable gifts. Enforceable char- 
itable pledges may now be deducted on 
the same basis as charitable bequests, 
as will henceforth be the case with 
legacies going to charity because of a 
disclaimer by the first legatee, provided 
that the disclaimer is made before the 
estate tax return must be filed. 


Estate and gift tax privileges enjoyed 
in community property states have been 
eliminated. 


The change made in the taxation of 
estates where the decedent has dis- 
posed of property under a general power 
of appointment will be covered at 
length in another article in this issue 
(see page 483). 


The $2,000 exemption to estates of 
non-resident aliens, while apparently of 
small moment, relieves considerable 
detail in the large number of cases 
where a non-resident alien dies leaving 
a small amount of assets in this country. 


The rates of estate taxes, except as 
affected by the change in the exemp- 
tion, are as indicated under the 1941 
Act. However, it should be kept in 
mind that the recommendations of the 
Treasury Department to Congress last 
March, and the recent suggestion that 
it will reeommend further tax increases 
to raise another six billion dollars of 
revenue, tend toward increases in the 
present rates, and the gift tax should 
be taken advantage of in order that the 
net taxes payable may be minimized. 


Gift Tax Changes 


HE major gift tax changes are in 

the reduction of the over-all exemp- 
tion from $40,000 to $30,000 effective 
January 1, 1943, and the restoration of 
the annual exclusion (reduced from 
$4,000 to $3,000) to gifts in trust. The 
latter should result in an addition to 
irrevocable trusts by at least the sum 
exempted each year during the lifetime 

(concluded on page 527) 
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Assets — Administration — Insolvent 
Estates—Secured Creditor — Date of 
Ascertaining Value of Security 


Massachusetts—Supreme Judicial Court 
Woolverton v. National Rockland Bank, 1942 A.S. 
1373; Sept. 9, 1942. 


A creditor filed a claim against an in- 
solvent estate. The claim was based on 
notes partially secured by stocks put up as 
collateral. On disallowance and appeal to 
the superior court the judge ruled that the 
collateral must be credited against the 
notes at its value on the date of death. 

HELD: This was wrong. The creditor 
has the right to have the collateral credited 
at the price actually realized for it upon 
sales made by the creditor after the death 
of the decedent in accordance with the 
power of sale contained in the pledge 
agreement. Even where there is no sale 
the value need not be fixed as of the date 
of death. A creditor, however, cannot hold 
up the settlement of the estate indefinitely 
by delay in realizing on his security. 
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Compensation — Right of Executor 
to Reimbursement for Attorney Fees 


South Dakota—Supreme Court 
In re Engebretson’s Estate, 5 N. W. (2d) 57. 


The court passed upon the question of the 
proper construction of the decision of the 





Court in the same case in 1 N. W. (2d) 
351, (see Feb. 1942 Trusts and Estates 
218) which held that an allowance may be 
made out of the estate for the services of 
attorneys for beneficiaries where those ser- 
vices were beneficial to the estate, and that 
this rule applied to attorneys for the bene- 
ficiaries and not to the attorney for the 
administrator. 

The court holds that the administrator 
is entitled to reimbursement for attorney 
fees necessarily incurred in the administra- 
tion of his trust or in litigation for the ben- 
cfit of the estate of a decedent conducted in 
good faith and with reasonable care and 
prudence. 


a 


Distribution — Gifts to Classes — 
Whether Group Take As A Class Or 
As Individuals 


Massachusetts—Supreme Judicial Court | 
Old Colony Trust Co. v. Treadwell, 1942 A. S. 
1387 ; Sept. 9, 1942. 


The testatrix was survived by a husband, 
by three nieces, A, B, and C, and a nephew, 
D; also by some other nieces with whom 
she was on unfriendly terms. She gave to 
her husband certain funds and her share 
of the income from the D.H.T. Estate. On 
his death she gave the income of these 
funds and the D.H.T. Estate to the three 
nieces, A, B, and C, an the death of the 
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three nieces, to the nephew, D. Through- 
out the will the husband, the three nieces, 
and the nephew were substantially the only 
persons mentioned. A and B died, leaving 
C living. D, the remainderman, had also 
died testate. The question was whether 
the income all survived to C or whether the 
estates of A and B were entitled to their 
shares. 

HELD: First, on the principle of a con- 
struction resulting in intestacy not being 
favored there was no intestacy on the deaths 
of A and B as to their shares of the in- 
come. 

Second, while the general presumption is 
that a gift to a group is to them as indi- 
viduals, even though they are named and 
actually constitute a class, this is not a rule 
of law, and gives way where the testator’s 
intent seems otherwise. In this case the 
gift was to them as a class, not as indi- 
viduals, and consequently the whole income 
went to C as the survivor of the class. 


ee 


Distribution — Effect of Failure of 
Gift Over on Death of Remainderman 
Before Life Tenant—Gift to Named 
Charity No Longer Existent 


Connecticut—Supreme Court of Errors 


Duncan v. Higgins, 129 Conn. 136. 


Testatrix devised the residue of her es- 
tate to a trustee to pay the income to A 
for life and upon A’s death to pay over 
the remainder to B, but if B should not 
survive A, then to pay the remainder to The 
Second Unitarian Congregational Society. 

B died in 1933 before the death of A, 
the life tenant, in 1939. The Church was 
liquidated in 1925; its assets transferred 
to The First Unitarian Society under order 
of court; and the latter carried on much 
of the work of the Second Society. 

Plaintiff was the daughter of B, the re- 
mainderman, and claimed the entire re- 
mainder of the trust fund. 


HELD: 1. There is simply a gift to 
a named corporation, the Second Unitarian 
Congregational Society, without any refer- 
ence to the use to be made of the money. 
The will did not even establish a char- 
itable trust. Neither in the will nor in any 
intrinsic evidence is there any indication 
of a general intent on the part of the testa- 
trix that the gift should be devoted to a 
charitable use to which the designation of 
the church to receive and administer it was 
secondary. To authorize the payment to 
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the First Society would be, not to carry 
out any intention that can be found in the 
will read in the light of surrounding cir- 
cumstances, but to make a will for the 
testatrix, which we cannot do. The Pro- 
bate Court was in error in ordering the pay- 
ment of the gift to the First Society. 


2. The gift to the Second Society, in 
the event that B died before the life tenant, 
was in the nature of an executory devise 
and bequest, and our law is settled that 
where there is an absolute gift to one per- 
son,‘ with a provision that in the event of 
his death before a certain time another 
should take by executory devise or bequest, 
and the latter gift fails the absolute inter- 
est in the first donee remains unaffected 
and upon his death passes to those who 
succeed him by right of inheritance. 


i entctcnisiinthliini 


Distribution — Power of Probate 
Court to Correct Decree 


Minnesota—Supreme Court 
In re Gooch’s Estate, 3 N. W. (2d) 494. 


Decedent died testate, leaving a husband 
and four daughters as surviving heirs. By 
her will the decedent devised her home- 
stead to her daughter Edith, with the wish 
that the husband may have a home there 
so long as he may live. The husband con- 
sented to the will by a writing bearing the 
same date as the will. After the decedent’s 
death, the will was duly admitted to pro- 
bate and another daughter appointed as 
executrix. In February, 1939, a final de- 
cree was issued whereby title to the home- 
stead was vested in the husband for life, 
with remainder in equal shares to the four 
daughter, thus disposing of the property 
as if the decedent had died intestate. No 
appeal from the decree was taken within 
the statutory time. 


In December, 1939, the husband and 
Edith petitioned the Probate Court to 
amend the decree to conform with the 
terms of the will. Hearing was had after 
due notice, and the court entered an 
amended decree, giving the husband a life 
estate with remainder to Edith. On appeal 
to the District Court a trial de novo was 
had and findings were made that the hus- 
band had not renunciated his consent to 
the will and that the original decree was 
not the judicial decision of the court, but 
resulted only “through mistake, inadvert- 
ence and excusable neglect of the parties 
concerned.”’ 
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HELD: Affirmed. By statute the Pro- 
bate Court, in addition to its general pow- 
ers, is vested with power to correct, mod- 
ify or amend its records to conform to the 
facts, which power is as great as the power 
possessed and exercised by the District 
Court in similar matters. The court has 
the power, at any time within a year after 
notice thereof, in its discretion to relieve a 
party from any judgment taken against 
him through his mistake or excusable neg- 
lect. This is not a case where there is no 
fraud and no mistake other than the er- 
roneous construction of the terms of the 
will, in which case an action in equity will 
not lie to amend a probate decree. Here 
the original decree was clearly established 
to be the result of a clerical mistake. 
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Distribution — To Whom Should As- 
sets of Foreign Estate Be Distributed? 


Ontario—Supreme Court 
Re Ritchie, (1942) O. R. 426. 


Decedent died intestate resident and 
domiciled in the State of Ohio, leaving as- 
sets in Ohio and Ontario. All the benefi- 
ciaries were resident in Ohio. There was 
no question of the solvency of the estate 
as there were ample assets in either Ohio 
or Ontario to pay creditors’ claims. One 
of the beneficiaries, a sister of the deceas- 
ed, had no interest in the Ohio estate the 
whole of which, under the laws of Ohio, de- 
volved to the widow. The sister was in- 
terested only in that part of the Ontario 
estate the distribution of which was gov- 
erned by the laws of Ontario. 


HELD: 1. The ancillary administrator 
in Ontario should make distribution to the 
domiciliary administrators in Ohio of the 
property in Ontario, the distribution of 
which was governed by the laws of Ohio, 
and should make distribution direct to the 
beneficiaries of the property in Ontario, the 
distribution of which was governed by the 
laws of Ontario. 


2. The amendments made in 1941 to 
Sections 11 and 29 of The Devolution of 
Estates Act, R.S.O. 1937, c. 163, respect- 
ing the distributive share of the widow of 
an intestate, were not retroactive. There- 
fore, where the intestate died before the 
coming into force of such amendments, the 
statute as it stood prior to the amend- 
ments applies, even though distribution is 


not made until after such coming into 
force. 
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Distribution — Validity of Spend- 
thrift Trust for Benefit of Settlor 


Connecticut—Supreme Court of Errors 


The Greenwich Trust Company v. John H. Tyson, 
et als., 129 Conn. 211. 


Plaintiff obtained a judgment against 
defendant and, upon a creditor’s bill, 
sought to satisfy it from income and prin- 
cipal of a trust created by defendant. The 
trust agreement directed the trustee to pay 
to defendant, or to accumulate, or to ex- 
pend for the support of defendant or his 
wife or children the entire net income or 
so much thereof as the trustee in his dis- 
cretion deemed wise; to pay to defendant 
one-half of the principal at the end of ten 
years and the balance at the end of twen- 
ty years; and in the event of the death of 
defendant before the termination of the 
trust, to pay the income to the widow or 
children of defendant. 

The defendant died after the entry of” 
judgment and during the second ten-year 
period. 


HELD: 1. Judgment should be enter- 
ed directing the payment of one-half of 
the principal to which defendant became 
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entitled at the end of the first ten-year pe- 
riod and so much of the accumulated in- 
come as may be necessary to satisfy judg- 
ment entered in favor of plaintiff. 

2. While spendthrift trusts have been 
held valid in Connecticut, the attempt of 
a man to place his property in trust for his 
own benefit under limitations similar to 
those which characterize a spendthrift 
trust is such a departure from the under- 
lying basis for the creation of such a trust, 
that it is overborne by other considerations. 
To admit the validity of a spendthrift trust 
where the settlor is himself the beneficiary, 
would afford too great an opportunity for 
the settlor to evade his just debts, and 
such a trust cannot be held valid without 
statutory authority. 

38. The discretion placed in the trustee, 
as to the use of the income, makes the 
trust a “discretionary” trust instead of a 
spendthrift trust and the creditors of the 
settlor can levy upon the income. The 
discretionary power conferred upon the 
trustee to expend part of the income for 
the support of the wife and children of 
the settlor, does not prevent a creditor 
from levying upon income from the trust. 

4. Although the income of the trust is 
available to creditors of the settlor, neither 
the trust nor the remainder interests are 
invalidated. 

5. Plaintiff is not required to exhaust 
its remedy upon the mortgage held by it 
before resorting to relief by means of a 
creditor’s bill, but may in the same action 
seek judgment for the debt and relief by 
way of a creditor’s bill. 


oO 


Investment Powers — Retention of 
Securities—Diversification 


Minnesota—Supreme Court 
In re McCann’s Will, 3 N. W. (2d) 226. 


This was a proceeding wherein the chil- 
dren and grandchildren of the decedent 
sought to hold the trustees of the deced- 
ent’s testamentary trust for a loss sustain- 
ed as a result of the alleged negligence of 
the trustees. The decedent died a young 
man. Substantially all of his estate con- 
sisted of corporate stocks in lumber com- 
panies in which he held offices. The trus- 
tees had been his personal friends and 
business associates over a period of years. 
They worked together in complete harmony 
and had the highest respect and confidence 
in each other’s business capacity and in- 
tegrity. The trustees retained the lumber 
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stocks for fourteen years, and the failure 
to sell a certain portion of that stock is the 
basis for the present litigation. The testa- 
tor’s will granted to his executors and 
trustees very broad powers; specifically, 
they were directed to retain the assets of 
his estate “so long as they * * * shall deem 
prudent.” Throughout their entire admini- 
stration, the trustees took no compensa- 
tion for their services. The District Court 
found for the defendants. 


HELD: Affirmed. The language chosen 
by the testator left no doubt that his in- 
tention was to invest the trustees with 
broad discretionary powers in respect to 
the property coming into their hands and 
he must have known that human judgment 
is not infallible. The court must consider 
the facts as they existed at the time the 
acts were performed and it is impossible 
to say that trustees were wanting in sound 
discretion simply because their judgment 
turned out wrong. Some financial author- 
ities advocate wide diversity of investment 
and others strenuously affirm the contrary. 
This divergence of sentiment renders a 
judicial decision in favor of either school 
of thought an ultra hazardous undertak- 
ing. 
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Investments — U. S. Savings Bonds 
—Disposition of Bonds in Name of 
Owner, Payable on Death to B 


New York—Supreme Court, Kings Co. 


Deyo v. Adams, 36 N. Y. S. (2nd) 734. 


The testator purchased U. S. savings 
bonds, each of which contained a promise 
to pay to him, payable on his death to an- 
other. The bonds always remained in the 
possession of the testator and under his 
control. On his death, the executor brought 
an action to recover the bonds from the 
alternative payee. 


HELD: The U. S. Government regula- 
tions concerning the manner of issue and 
payment of the bonds do not preclude the 
application of New York law with relation 
to the validity of attempted dispositions of 
property. The regulations merely deter- 
mine to whom the government may make 
payment and be relieved of suits and claims. 
The rights of all persons with relation to 
the bonds are governed by the same rules 
of law as in respect of bonds issued by 
private obligors. The regulations may be 
construed in such manner as not to destroy 
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the rights to inherit and distribute by will. 
Accordingly, there was no valid gift of the 
monies represented by the bonds. The at- 
tempted disposition of the proceeds of the 
bonds was a testamentary disposition that 
could be made only by Will, and the pro- 
ceeds of the bonds belong to the estate. 

The Court followed Decker v. Fowler, 
199 Wash. 549, 92 P. (2nd) 254, 131 A.L.R. 
961, and declined to follow Laufersweiler 
v. Richmond, 22 Ohio Opinions 265, and 
Warren v. U. S., 68 Ct. Cl. 634, cert. de- 
nied 281 U. S. 739. 


Editor’s Note: In commenting on the 
above case in a letter dated Oct. 27, 1942, 
to The First National Bank of Princeton, 
N. J., Under Secretary of the Treasury 
Daniel W. Bell stated: 


“The decision is not a final determina- 
tion. The Treasury was not represented at 
the hearing, as a result of which the opin- 
ion was written. The Department of Jus- 
tice has taken steps to present the Treas- 
ury’s attitude before the Court. There are 
also two cases pending before the Chancery 
Court in the State of New Jersey, in which 
no hearings have been had and in which 
the Department of Justice has filed a sug- 
gestion of interest on the part of the 
United States. 

“T am very confident that when these 
cases have been finally determined, the reg- 
ulations of the Treasury Department will 
be sustained and that bonds registered in 
the form “A Payable on death to B” will be 
found to be the sole property of “B” fol- 
lowing “A’s” death. It is our view that 
this result is necessary from the terms and 
conditions of the bond issued under federal 
law entirely independent of state decisions. 

“Even those courts, two in number, 
which have held that the Treasury’s regu- 
lations are not effective as to ownership 
admit that the Treasury cannot be required 
to make payment to the estate of the de- 
ceased owner. In no case would such pay- 
ment be made. You, of course, understand 
that it is impossible to prevent litigation 
on any of these cases since the courts, as is 
entirely proper, are always open for the 
litigation of any actual question.” 


en 


A recent New Jersey statute (Ch. 287, 
Laws 1942) provides that the increment on 
U. S. savings bonds issued at a discount 
held in trust, shall be income, and the fidu- 
ciary may pay the amount from principal. 
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Life Tenant and Remainderman — 
—Applicability of Trust Rules of Ap- 
portionment in Mortgage Salvage 


Operations to Legal Life Estates 


New York—Surrogate’s Court, Westchester Co. 
Matter of Wells, N. Y. L. J., October 3, 1942, p. 
877. 

The will created a legal life estate with 
remainders over. The assets included a 
mortgage on which there was default, and 
the executor accepted a deed for the mort- 
gaged premises in lieu of foreclosure. The 
mortgaged premises were unproductive and 
pursuant to a decree of the Surrogate about 
$3,900 was applied before the life tenant’s 
death, out of principal, towards taxes and 
carrying charges on the mortgaged prem- 
ises. 


HELD: The rules for apportionment of 
principal and income applicable to mort- 
gage salvage operations in trust estates 
(N. Y. Pers Prop. Law §17c, Matter of 
Chapal, 269 N. Y. 464, Matter of Otis, 276 
N. Y. 101) are not applicable to legal life 
estates. 
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Living Trusts — Elements Necessary 
to Create Self-Declaration of Trust 


Delaware—Court of Chancery 
Jones v. Bodley, 27 A. (2d) 84. 


By a certain sealed instrument, A certi- 
fied that the money advanced for a bond 
and mortgage “belonged to “B” and in the 
event of my death this bond and mortgage 
is to be turned over to her by my executor 
if I have not done so previously.” A gave 
the instrument to B at or about the time 
of its execution and died without assign- 
ing the bond and mortgage. B filed a bill 
to impress a trust thereon and moves for 
a decree notwithstanding defendant’s an- 
swer, which denied that the money belonged 
to B. Defendant argued that the instru- 
ment was void either as an imperfect gift 
or as a testamentary disposition violative 
of the statute relating to the execution of 
wills. 


HELD: In spite of the failure to use 
technical words of trust, A demonstrated 
the intent to create a self-declaration of 
trust by (1) using the word “belonged”; 
(2) directing his executor to turn the 
property over if he failed to do so prior 
to his death, and (3) giving the paper to B. 
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Powers — Appointment — Validity of 
Exercise by Appointment 


Nebraska—Supreme Court 
Massey v. Guaranty Trust Co., 5 N. W. (2d) 279. 


Trust agreement provided trustee should 
pay income to M. for life, “and at her 
death to pay over and deliver the princi- 
pal of said trust to whomsoever may be 
designated by her will.” 

M., by will, disposed of the trust fund by 
creating a life estate in favor of her hus- 
band, with unlimited discretion in him to 
use principal as well as income; and upon 
his death or remarriage M. bequeathed the 
property to a trustee in four separate 
trusts for her children and grandchildren. 

The question is: Under a general and un- 
limited power of appointment, may the 
donee of the power appoint in trust? 


HELD: 1. Power to appoint in fee au- 
thorizes appointment of any lesser estate, 
in the absence of a restriction or prohibi- 
tion in the power. Under such conditions 
appointment in trust is valid. Matter of 
Kennedy’s Will, 279 N. Y. 255, 18 N. E. 
(2d) 146, was reviewed and distinguished. 
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2. The words, in the original trust in- 
strument, directing the trustee “to pay over 
and deliver the principal of said trust” 
were “nothing more or less than a direc- 
tion to the trustee to make a complete sur- 
render of the trust property, whatever the 
eventual disposition of the trust property 
might be.” 


-_  () 


Powers — Limitations — Surviving 
Trustees May Act Although Lesser 
Number Than Provided For 


Massachusetts—Supreme Judicial Court 
Oliver v. Poulos, 1942 A. S. 1359; Sept. 9, 1942. 


In a bill in equity brought by A and B 
as trustees under the will of X to enforce 
specific performance of an agreement by 
D to purchase a parcel of land, it was ob- 
jected that since C, one of the trustees, had 
died and no one had been appointed in his 
place, and since the will proviced for the 
filling of vacancies on the death of any 
trustee and it was the testator’s intention 
that there should always be three, the 
other two could not act. 

HELD: Although there should have been 
a new trustee appointed on application of 
some party interested, nevertheless the sur- 
vivors could act until the vacancy was fill- 
ed, even though there was delay on the part 
of those interested in making application 
for a new appointment. 


a 


Powers — Limitations — Survivor- 
ship As Between Two Or More Per- 
sons on Whom Power is Conferred 


California—District Court of Appeal 
Talcott v. Talcott, 54 A.C.A. 1000 (Oct. 6, 1942). 


Decree of distribution under Talcott’s 
will provided that his wife was to have the 
income and other benefits for life, and the 
power to sell, etc., with the consent of two 
sons, Vaughan and Thadeus, who were to 
take the remainder upon her death. Thadeus 
predeceased his mother. In this suit brought 
for the purpose of determining whether the 
widow could make a sale of estate property 
with the consent of Vaughan, judgment for 
plaintiff upholding such power affirmed. 

HELD: Under Sec. 860, Civil Code, pro- 
viding that where a power is vested in sev- 
eral persons all must unite in its execution 
but if any one of them is dead the power 
may be executed by the survivor or sur- 
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vivors unless the terms of the power pre- 
scribe otherwise, the power involved in the 
present case passed to the survivor upon 
the death of one of the persons entitled to 
exercise it. The fact that the power was 
to consent and not a power to alienate or 
transfer did not affect the result. The com- 
mon law rule is apparently contra. See 
cases cited page 1003. 


a 


Powers — Limitations — Trust Not 
to Be Terminated Upon Mere Consent 
of Parties 


New Jersey—Court of Chancery 
Baer vs. Fidelity Union Trust Co., 182 N. J. Eq. 
333. 


In the event of the predecease of the 
residuary legatee, the residue of the estate 
was to devolve to the Fidelity Union Trust 
Company, in trust to pay the income to a 
brother of the testator, and on his death, 
to pay the income to another brother. When 
both brothers shall have died, the corpus 
is to be paid to St. Barnabas Hospital of 
Newark, New Jersey, “to be used and dis- 
posed of by said hospital by applying so 
much thereof as shall be necessary to 
furnish and endow a room in said hospital, 
to be used perpetually as a memorial to my 
late mother, Sophie Baer, and to apply the 
income from the rest of said corpus for 
the upkeep and maintenance of said room.” 

The residuary legatee having prede- 
ceased the testator, the life beneficiaries and 
the Hospital agreed in writing to a present 
distribution of the fund and prayed for this 
right in Chancery. Contending that such 
relief would defeat the testator’s objectives, 
the trustee resisted the complaint. 

HELD: “The agreement entered into by 
the beneficiaries, if approved by decree of 
the court, would have the effect of frustrat- 
ing or circumventing the clear testamentary 
purpose of the testator that the entire 
corpus be eventually paid to the Hospital 
for the purpose mentioned in the will and 
thus bring about a result neither intended 
nor desired by the testator, and is against 
public policy. Dufford v. Nowakoski, 125 
N. J. Eq. 262; 4 Atl. Rep. (2d) 314.” 

Where a settlor creates a trust, the 
wishes expressed therein are paramount to 
those of the beneficiaries. The Court of 
Chancery will not decree the termination of 
such trust, where such decree will defeat 
the objectives of the testator, where no ob- 
stacle exists to prevent the continuance of 
the trust. 


525 


Taxation — Estate & Inheritance — 
Constitutionality of New York Law 
with Respect to Apportionment of 
Federal Estate Tax 


United States—Supreme Court 

Riggs v. Del Drago, et al (Matt r of Del Drago), 

Decided Nov. 9, 1942. 

Section 124 of the New York Decedent 
Estate Law provides that both Federal and 
State death taxes be equitably allocated and 
apportioned, in the absence of a contrary 
direction by the testator. The statute was 
held constitutional by Mr. Surrogate Foley 
(175 Misc. 489) and held to be unconstitu- 
tional by the New York Court of Appeals 
(287 N. Y. 61, Dec. 1941 Trusts and Es- 
tates 682). On certiorari the Supreme Court 
of the United States 

HELD: The statute is constitutional and 
not violative of the uniformity and suprem- 
acy clauses of the Federal constitution, nor 
in conflict with the Federal Estate Tax 
statute. The latter is not concerned with 
how the estate is to be distributed nor the 
ultimate burden of the tax; the tax is based 
upon the transfer of the net estate and is 
payable out of the net estate and not out of 
the residue; the determination of who shall 
bear the burden of the tax is left to state 
law. 

1 - 


Taxation — Estate & Inheritance — 


Succession Duty on Local Shares 
Owned by Non-Resident Decedent 


England—Privy Council 

Williams v. The King, (1942) English Weekly 

Notes 111; (1942) 3 D. L. R. 1. 

This was an appeal by the Province of 
Ontario from a judgment of the Court of 
Appeal for Ontario, dismissing an appeal 
from the judgment of Mr. Justice McTague, 
reported in June 1940 Trusts and Estates 
680, which held that shares of an Ontario 
company, owned by a United States de- 
cedent and located and transferable in the 
United States, were not subject to Ontario 
succession duties. 

The Privy Council dismissed the appeal 
with costs. 

—Reported by L. G. Goodenough of Ontario 


——$——————_____. 


Commodore Arthur Curtiss James, fin- 
ancier and railroad builder, left a gross 
estate of $37,300,000, with a net of $35,- 
500,000, when he died in June, 1941, 
according to an accounting recently filed 
by the executors. 
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Wills — Probate — Fee Payable to 


Attorney Unsuccessful in Probating 
Will 


Florida—Supreme Court 


Watts v. Newport, 9 So. 2d. 417. 


The executrix and principal beneficiary 
of a purported will, valid on its face, em- 
ployed counsel to defend the will against a 
contest based upon alleged lack of testa- 
mentary capacity and undue influence. The 
attorneys were to be paid such sums as the 
court should allow under a statute provid- 
ing that “An executor, being prima facie 
justified in offering a will in due form for 
probate, shall generally receive his costs 
and attorney’s fees out of the estate, even 
though he be unsuccessful.” The probate of 
the will was denied and on application for 
allowance of attorney’s fees it was urged 
that the proponent of the will acted in bad 
faith and that no fees should be paid the 
attorneys who, it was admitted, acted in 
good faith. 

HELD: The statute quoted vests the 
probate Judge with discretionary power to 
allow attorneys’ fees to counsel for an un- 
successful proponent of a will who act in 
good faith and without knowledge of any 
fraud on the part of their clients. 


OO 


Probate — Holographic Wills 


Wills 
—Use of Printed Form 


District Court of Appeal 
54 A.C.A. 898 (Oct. 2, 


California 
Estate of 
1942). 


Goldsworthy, 


Goldsworthy made his unwitnessed will 
on a printed form, and the question was 
whether the will came within Sec. 53, Pro- 
bate Code, which reads in part as follows: 


“A holographic will is one that is entirely writ- 
ten, dated and signed by the hand of the testator 
himself. It is subject to no other form, and need 
not be witnessed. No address, date or other mat- 
ter written, printed or stamped upon the docu- 
ment, which is not incorporated in the provisions 
which are in the handwritine of the decedent, 
shall be considered as any part of the will.’’ 


Order denying probate affirmed. 


HELD: The document showed that de- 
cedent intended to incorporate the printed 
matter, even though the words written in 
the hand of the testator alone would consti- 
tute a complete testamentary disposition, 
where his intent was more evident and the 
document more complete and intelligible if 
the printed portions were included. The fur- 
ther fact that the decedent struck out the 
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printed word SECONDLY from the form 
furnished an inference that he intended to 
make use of the printed words not stricken 
out. 


STATEMENT OF THE OWNERSHIP, MANAGE- 
MENT, CIRCULATION, ETC., REQUIRED BY THE 
ACT OF CONGRESS OF AUGUST 24, 1912 
AND MARCH 3, 1933 


Of TRUSTS and ESTATES (Magazine), published 
monthly at New York, N. Y. for October 1, 1942. 
State of New York } ss. 


County of New York 

Before me, a Notary Public in and for the State 
and county aforesaid, personally appeared Christian C. 
Luhnow, who, having been duly sworn according to 
law, deposes and says that he is the Editor and Pub- 
lisher of the TRUSTS and ESTATES (Magazine) and 
that the following is, to the best of his knowledge and 
belief, a true statement of the ownership, manage- 
ment (and if a daily paper, the circulation), etc., of 
the aforesaid publication for the date shown in the 
above caption, required by the Act of August 24, 1912, 
as amended by the Act of March 3, 1933, embodied 
in section 537; Postal Laws and Regulations, printed 
on the reverse of this form, to wit: 


1. That the names and addresses of the publisher, 
editor, managing editor, and business managers are: 

Publisher, Christian C. Luhnow, 50 E. 42nd St., 
New York, N. Y. Editor, Christian C. Luhnow, 50 
E. 42nd St., New York, N. Y. Managing Editor, 
None. Business Manager, Arthur Prill, 50 E. 42nd 
St., New York, N. Y. 

2. That the owner is Fiduciary Publishers, Inc., 50 
East 42nd Street, New York, N. Y. Christian C. 
Luhnow sole stock holder. 


3. That the known bondholders, mortgagees, and 
other security holders owning or holding 1 per cent 
or more of total amount of bonds, mortgages, or 
other securities are: None. 


4. That the two paragraphs next above, giving the 
names of the owners, stockholders, and security hold- 
ers, if any, contain not only the list of stockholders 
and security holders as they appear upon the books of 
the company but also, in cases where the stockholder 
or security holder appears upon the books of the 
company as trustee or in any other fiduciary rela- 
tion, the name of the person or corporation for whom 
such trustee is acting, is given; also that the said 
two paragraphs contain statements embracing affiant’s 
full knowledge and belief as to the circumstances and 
conditions under which stockholders and security hold- 
ers who do not appear upon the books of the com- 
pany as trustees, hold stock and securities in a 
capacity other than that of a bona fide owner; and 
this affiant has no reason to believe that any other 
person, association, or corporation has any interest 
direct or indirect in the said stock, bonds, or other 
securities than as so stated by him. 


CHRISTIAN C. LUHNOW 
Sworn to and subscribed before me this 21st day 
of September, 1942. 


P. PHILIP LACOVARA 
Attorney & Counsellor at Law, 
50 E. 42nd St., N. Y. C. 


N. Y. Co. Clerk’s Co. 75. 
My commission expires March 30, 1943. 
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Status of Multiple Taxation 


An error in the clasisfication of States 
on the matter of multiple. death taxation, 
in Prof. Brown’s article in the September 
issue, has been called to our attention by 
Robert B. Fizzell, Esq., of Kansas City, 
Mo. The table on page 273 showed Missouri 
as one of the States which tax intangibles 
of non-resident decedents but have a recipro- 
cal exemption statute. Mr. Fizzell points out 
that this statute was repealed in 1939 and 
in 1941 a lew was enacted exempting in- 
tangibles of all non-resident decedents. It 
seems that this latter statute is indexed 
under “Administration” and thus was over- 
looked by the author’s research assistant. 

As to Illinois also, the classification does 
not reflect a ruling by the Attorney General 
in 1939 that the only situation in which 
that State would levy a tax on intangibles 
of non-residents would be the probably 
constitutionally untenable case of the dom- 
iciliary State taxing Illinois residents but 
not its own. 

—_—_——-0 


Reporting Savings Bond Increment 
for Trusts 


Under a recent ruling, the Bureau of In- 
ternal Revenue declares that, where a trus- 
tee elects to treat the increment in value of 
savings bonds as income for the year in 
which it accrues, the entire amount of the 
accumulated increment up to and including 
the year in which the election is made must 
be reported by the trust as income for that 
year. Whether such income will be taxable 
to the trust or to the beneficiary will depend 
upon whether it is currently distributable to 
the latter or may be distributed to them in 
the trustee’s discretion and is so paid, in 
which cases it would be taxable to the bene- 
ficiaries. The election in respect to treat- 
ment of the increment is available only to 
the trustee and not to the beneficiaries. 
(See I. T. 3575.) 


0 
Recent Articles 


Taxation of Alimony Trusts—A Need for 
Congressional Reform, by Alan L. Gornick 
—Taxes, Sept., 1942. 

Beginnings of Partible Inheritance (as 
opposed to primogeniture) in the American 
Colonies, by George L. Haskins—Yale Law 
Journal, June, 1942. 

Federal Taxation of Life Insurance and 
Annuities, by Michael D. Bachrach — 
Journal of Accountancy, Aug., 1942. 


The Revenue Act 
(continued from page 518) 


of the donor and possibly also by the 
spouse of the donor. 

The gift tax rates, except as modified 
by the exemption, prevail as in the 1941 
Act. 

As a general closing remark, the 
writer would suggest, as he has done 
on similar previous occasions, that trust 
officers avail themselves liberally of ad- 
vice and written opinions from attor- 
neys, particularly in questions involv- 
ing taxation, even where the question 
raised is possibly not one of doubt. It is 


good practice to keep in the files written 
opinions which establish the basis of the 
fiduciary’s conduct. 


0 


Presumption in Common Disaster 
Deaths 


In a case of first impression under the 
English statute which raises the presump- 
tion that, where two persons die under such 
circumstances as to make it impossible to 
determine which died first, the younger is 
presumed to have survived, the Chancery 
Division has held that testimony, by two 
persons who examined the bodies after a 
raid, that the deaths had occurred “instan- 
taneously and simultaneously” was not 
enough to rebut the statutory pressumption. 
The judge declared that it must be proved, 
not that they were killed at the same mo- 
ment, but that they died at the same 
moment. (See Re Lindop, Lee-Barber v. 
Reynolds, (1942) 2 All E. R. 46). 


—_——0 


Permanent Charity Fund 


Over $5,000,000 has been distributed dur- 
ing the 25 years since the Permanent Char- 
ity Fund of Boston, established in 1915 by 
the Boston Safe Deposit and Trust Com- 
pany, began its program of aid to hospitals, 
social and family welfare, ete. The princi- 
pal fund now totals $5,613,445—book value. 

The Yearbook just published by the Com- 
mittee shows for the year ended June 30, 
1942 that $203,414.99 has been expended— 
an increase of $35,000.00 over the previous 
year. Detailed account is given of appro- 
priations to education, research, public re- 
lief, help for the old and needy, and health 
centers for children and individuals in need 
of moral, mental and financial assistance. 
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